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S. 314— THE FREEDOM FROM GOVERNMENT 
COMPETITION ACT 


WEDNESDAY, JUNE 18, 1997 

U.S. Senate, 

Oversight of Government Management, Restructuring, 

AND THE District of Columbia Subcommittee, 

OF THE Committee on Governmental Affairs, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 9:05 a.m., in room 
SD-342, Dirksen Senate Office Building, Hon. Sam Brownback, 
Chairman of the Subcommittee, presiding. 

Present: Senators Brownback and Thomas. 

OPENING STATEMENT OF CHAIRMAN BROWNBACK 

Senator Brownback. Thank you all for coming today. I want to 
welcome you to the first hearing to investigate the opportunities for 
greater competitive contracting within the Federal Government as 
well as other privatization projects at the national level. 

After years of talk and debate, the Federal Government appears 
to have finally joined a worldwide trend when it committed itself 
to an aggressive privatization program during the 104th Congress. 
During those 2 years we enacted more privatization into law than 
had occurred during the previous 12 years. 

The support for those initiatives was bipartisan and they were 
accomplished with the cooperation and support of the President. 
When finally implemented, they will lead to an improvement in 
services and savings to the taxpayer. 

While the most prominent privatization initiatives of the last 
Congress focused largely on the divestiture of assets and commer- 
cial-like enterprises, such as the Naval Petroleum Reserve and the 
Uranium Enrichment Corporation, many believe that the greatest 
opportunities at the Federal level involve the competitive contract- 
ing of thousands of routine commercial-type services that the gov- 
ernment provides to itself and to the public. Although many such 
services are already contracted out at the Federal level, a casual 
review of most government departments indicates that much more 
can be done, and that we have only scratched the surface in sub- 
jecting government’s vast array of commercial activities to the ben- 
efits of the competitive marketplace. 

As several of today’s panelists will testify, when competitive con- 
tracting has been tried at the Federal level, the savings have often 
been substantial. Department of Defense has averaged savings of 
30 percent with its A-76 program, while similar results were ob- 
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tained at the General Services Administration during its ambitious 
competitive contracting program in the early 1980’s. 

Beyond these two agencies, however, not a whole lot has hap- 
pened at the Federal level, and the legislation introduced by Sen- 
ator Thomas and Representative Duncan is designed to rectify that 
neglect by providing strong statutory encouragement to the Federal 
establishment. Their legislation is also designed to address another 
longstanding problem, and one that may have worsened in recent 
years — the proclivity of Federal departments to provide commer- 
cial-type services to third parties in direct competition with private 
businesses. 

While such arrangements were permitted under limited cir- 
cumstances by the Economy Act of 1932, new legislation enacted in 
the 103rd Congress has expanded that mandate by creating fran- 
chise funds within Federal departments. The law allows for the 
creation of six demonstration funds and encourages them to seek 
contracts from other departments in competition with the private 
sector. 

Recently the private sector contracting community was outraged 
to discover that the Department of Agriculture won a contract with 
the Federal Aviation Administration for data processing services. 
In addition to private companies bidding on the contract, the De- 
partment of Transportation also submitted a bid. 

These events raise fundamental questions about the proper role 
of the Federal Government and the core missions of our depart- 
ments. Are we to believe that their core missions have been fully 
satisfied, thereby freeing up management and staff for entre- 
preneurial activities that replicate services widely available in the 
private sector? If that is the case, then perhaps further savings 
from these agencies are in order. 

I suspect that some of our witnesses today will be commenting 
on this event, and I look forward to hearing these views. I think 
we will be joined later by other Members, as well. We have panels 
that will be making presentations, and we will have to take a 
break at 11 o’clock and reconvene, I believe, probably for the last 
panel at 12:30 p.m. 

To open us up today, the first panel will be the Hon. Senator 
Craig Thomas, who is joining us, and the Hon. John Duncan, a 
Member of the U.S. House of Representatives. These are two gen- 
tlemen that have been leading figures in working with this privat- 
ization push and also the competitiveness within the Federal Gov- 
ernment agencies competing with private sector, and taking a new 
look at that problem. 

Gentlemen, rather than me talking longer, I want to turn it over 
to you, and we would be happy to take your testimony and com- 
ments. I don’t know which of you would care to go first in your 
presentation, if you have 

Mr. Duncan. It makes no difference to me. 

Senator Brownback [continuing]. Made any distinction. Senator 
Thomas, I have you listed down on the panel first. If you make no 
distinction, I am going to go with the order on the list. Thanks for 
introducing this bill, thanks for being here, and we look forward to 
your testimony. 
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TESTIMONY OF HON. CRAIG THOMAS, i A U.S. SENATOR FROM 
THE STATE OF WYOMING 

Senator Thomas. Thank you, Mr. Chairman, and thank you for 
having this Subcommittee hearing to talk about this important 
issue. I am here to discuss a simple concept: The idea, and most 
people agree to the idea, that government ought to be as small and 
lean and efficient as possible. 

Most people believe that, to the extent possible, we ought to take 
advantage of private sector expertise whenever that is appropriate. 
My bill simply identifies those areas that are commercial in nature, 
that would be applicable to contracting, and then choose whoever 
does it the best, the private sector or the Federal Government. 
That is not a new idea. That is not a new concept. 

I am pleased to be joined by my colleague, John Duncan. He and 
I served together in the House, and I am delighted that he is here 
and pushing this issue in the U.S. House. 

For the past 40 years, Mr. Chairman, it has been the administra- 
tive policy of the Federal Government to rely on the private sector 
for its commercial needs. The policy was issued in the Eisenhower 
Administration, in reaction to a bill very similar to what we are 
talking about here today, and the policy is now found in 0MB Cir- 
cular A-76. Unfortunately, it is routinely ignored. 

Today there are an estimated 1.4 million Federal employees en- 
gaged in functions that are generally known as commercial activi- 
ties, goods and services that often could be obtained more cost ef- 
fectively from the private sector. The Federal Government performs 
many of these functions, from the mundane to the high tech, from 
laundry services to informational technology. Congress should 
question the practice of taxing private enterprise in order to main- 
tain a similar, but often less efficient capability within the govern- 
ment. The bottom line is that government competition with the pri- 
vate sector costs taxpayers billions of dollars annually, stifles eco- 
nomic growth, kills private sector jobs, erodes the tax base and si- 
phons off resources, as the Chairman mentioned, for the core mis- 
sion of the government. 

The primary point I want to make today is that there needs to 
be some statutory provisions to enforce the notion and indeed the 
policy that has been in existence for over 40 years. To inject com- 
petition into government monopolies. Congressman Duncan and I 
have introduced the Freedom From Government Competition Act, 
legislation based on the premise that the government should not 
unfairly compete with its citizens. 

It codifies the 40-year-old policy that the government should rely 
on the private sector whenever possible for its commercial needs, 
giving some preference to the private sector. Of course there are ex- 
ceptions to the policy: Functions that are inherently governmental; 
National security; if the government can provide a better value, if 
the private sector cannot provide the goods and services. 

I recall last year when I testified before this Subcommittee, some 
had the notion, “Well, you want to do away with the government 
and have the private sector do everything.” Obviously that is not 


^The prepared statement of Senator Thomas appears on page 47. 
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the case, but there are many commercial functions which seem to 
be more appropriate for private sector performance. 

This bill also establishes a process by which 0MB will identify 
government functions that are commercial in nature and imple- 
ment a plan to outsource those activities to the private sector. It 
also establishes an Office of Commercial Activities within 0MB to 
implement the bill. 

The problem partly has been that the fox has been in charge of 
the henhouse. I understand why that is — there is no real incentive 
for an agency head to outsource, and so it doesn’t happen. 

Federal agencies and the private sector will use the new office 
as a resource to facilitate transition to this system, and that is 
what we need, is to make a transition. The bill also establishes pro- 
visions to help the transition of Federal employees into the private 
sector. 

Last year, as I mentioned, the Governmental Affairs Committee 
held a hearing on this bill. Based on the input of Senators Stevens 
and Glenn, 0MB, GAO, private industry and labor unions, we have 
hopefully made this a better bill. 

For example, we added a “best value comparison” which will 
allow Federal employees and the private sector to compete on a 
level playing field, based on several factors. One is a fair compari- 
son of cost, which is a very important component; qualifications; 
and past performance. We’ve also added some “soft landing” provi- 
sions for Federal employees. In fact, 90 to 95 percent of Federal 
employees who are displaced move on into the private sector, re- 
tire, or get another government job, but we recognize that that is 
an important function. 

Testimony later today will unequivocally demonstrate that 
outsourcing non-core functions works. It works in the private sec- 
tor, it works at the State and local level, it works internationally, 
and it can work for the Federal Government. American taxpayers 
can reap the benefits not only from budget savings but also from 
government doing a better job. In fact, several studies have shown 
that we could save up to 30 percent by outsourcing, saving billions 
of dollars annually. 

Mr. Chairman, we talk a lot about making changes around here, 
fundamental changes. We talk about reinventing government and 
see, frankly, relatively little change. I think this is an opportunity 
for us to make some fundamental reform. So I do appreciate the 
opportunity to be here. 

In summary, outsourcing and privatization of commercial func- 
tions work. What we need is a statutory basis to make it work for 
the Federal Government. It creates jobs. It helps small business. I 
think I mentioned that in the last several meetings of the White 
House Conference on Small Business, this has been one of the 
issues that has been at the top of the agenda, to stop unfair gov- 
ernment competition with the private sector. 

So I thank you again, and certainly would look forward to an- 
swering any questions you might have. 

Senator Brownback. Thank you. Senator. 

Representative Duncan, thank you very much for coming across 
the Capitol and joining us here today. 

Mr. Duncan. Thank you. 
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Senator Brownback. I enjoyed serving with you in Congress, 
and look forward to your comments. 

TESTIMONY OF HON. JOHN J. DUNCAN, JR.,i A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF TENNESSEE 

Mr. Duncan. Mr. Chairman, thank you very, very much. I would 
simply like to thank you and the Members of the Subcommittee for 
holding this hearing today. I would also like to thank Senator 
Thomas for his very hard work on this issue. 

I have a full statement I would like to submit for the record. You 
and Senator Thomas have made outstanding statements and have 
adequately described this legislation. 

As you know, in the House, I have introduced companion legisla- 
tion to Senator Thomas’s S. 317, the Freedom From Government 
Competition Act. This legislation has strong bipartisan support, 
with 46 cosponsors in the House and 13 cosponsors in the Senate. 

It has been endorsed by a number of organizations, including the 
U.S. Chamber of Commerce, the National Federation of Independ- 
ent Business, the Business Coalition for Fair Competition, the Con- 
tract Services Association, and at least 30 other major organiza- 
tions. I have attached a list of these associations to my statement. 

In addition, as Senator Thomas just mentioned, the last time the 
White House Conference on Small Business met, it listed unfair 
competition as its No. 1 concern. I think this legislation that I have 
introduced with Senator Thomas takes a very modest first step in 
helping alleviate this problem. 

It does not require the Federal Government to contract every- 
thing out. We recognize that there are things that government does 
best, and that there are functions that only the government should 
do. This bill would not require agencies to contract out functions 
that are related to national security or those things that are relat- 
ed to the core mission of a particular agency. 

It requires only that Federal agencies look at those things they 
do which are commercial in nature. As Senator Thomas mentioned, 
the CBO has estimated that 1.4 million Federal employees pres- 
ently perform activities that are commercial in nature. If these 
commercial goods and services can be obtained from the private 
sector in a more efficient and cost-effective manner, then, and only 
then, would the agency be required to contract out that work. 

Mr. Chairman, the history of government competition is a long 
one. It was described by President Bush’s Administrator of the Of- 
fice of Procurement Policy, Dr. Allan Burman, in 1990 when he tes- 
tified before the House Post Office and Civil Service Committee he 
stated: “As far back as 1932, a Special Committee of the House of 
Representatives expressed concern over the extent to which the 
government engaged in activities that might be more appropriately 
performed by the private sector.” 

Since the Eisenhower Administration in 1955, it has been official 
U.S. policy that “the Federal Government will not start or carry on 
any commercial activity to provide a service or product for its own 
use if such product or service can be procured from private enter- 
prise through ordinary business channels.” 


^The prepared statement of Mr. Duncan appears on page 49. 
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However, the problem is, as Senator Thomas has pointed out, we 
have really simply paid lip service to this policy instead of giving 
it practical effect. And I would say basically that the reason for this 
bill is that it is hard enough for small businesses to survive in this 
country today against ordinary competition, but when they have to 
take on the Federal Government to boot, it becomes an extremely 
difficult and sometimes an impossible task. 

Every administration. Republican and Democrat, for the past 40 
years has endorsed this policy, but unfortunately it has never real- 
ly been implemented. A report released by the Commission on the 
Roles and Missions of the Armed Forces, known as the White Com- 
mission, stated that “at least 250,000 civilian employees of the De- 
partment of Defense are performing commercial-type activities that 
do not need to be performed by government personnel.” 

Numerous organizations have conducted studies on contracting 
out and have found that the Federal Government could save a huge 
amount of money by relying on the private sector. In fact, just last 
year the Defense Science Board found that $30 billion could be 
saved annually if the Department of Defense did more contracting 
out. 

Mr. Chairman, in a free-market society businesses must compete 
with each other to provide the best possible product or service in 
a cost-efficient way. However, we only have one government, and 
it has no competition. Therefore, when it provides goods or services, 
it has no incentive to do so in a cost-effective manner. I believe the 
government should only provide those goods or services which pri- 
vate industry cannot provide. 

I think all of us would agree that the American public wants the 
Federal Government to improve the services it provides without in- 
creasing taxes. I also think we would agree that almost everyone 
would like us to reduce the size of the Federal Government. This 
bill, if enacted, would help do that in a very efficient and cost-effec- 
tive way. 

I would like to close, Mr. Chairman, by quoting from a book that 
was written by a prominent Democratic Member of the House 
many years ago. He said this: “He says that that thin line waver- 
ing between liberty and despotism is surely crossed when govern- 
ment ceases to regulate and begins to manage, ceases to be an im- 
partial umpire in the economic game and becomes a player; when 
government competes with its citizens in the production of wealth; 
when government becomes the untaxed donor of property not nec- 
essary for strictly governmental functions.” 

I think that pretty much sums up the reasons for mine and Sen- 
ator Thomas’s bill. I think it is a modest first step toward some- 
thing that has been needed to be done for a long, long time. I ap- 
preciate your very fine statement at the start of this hearing, and 
I appreciate Senator Thomas for all he has done in regard to this. 
Thank you very much. 

Senator Brownback. Thank you both for coming forward and 
testifying. Just a couple of questions, if I could, and I think you 
probably have the information there. Maybe it is in the written 
statement. 

Senator Thomas, you cited a 30 percent savings as a potential 
figure out there in some areas. Do you have any dollar figures of 
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what outside studies have said that we could potentially save by 
contracting out services? 

Senator Thomas. I think the figure that I mentioned was a $30 
billion annual savings in the Defense Department. Some say, well, 
that is inflated. Say it is inflated; say it is only $20 billion a year. 
But there are obviously substantial savings, and I think CBO is 
doing a study now that it hasn’t finished yet, that actually will 
come up with some figures which should be available to us soon. 

Mr. Duncan. I might say in that regard. Senator, that the Coali- 
tion for Fair Competition has made an estimate of $40 billion gov- 
ernment-wide, and they tell us that that is a very low-ball, conserv- 
ative estimate. If the White Commission estimates that $30 billion 
could be saved in the 

Senator Thomas. Department of Defense. 

Mr. Duncan [continuing]. Defense Department alone, then the 
$40 billion I think is a very conservative figure. 

Senator Brownback. Let me ask you both, this is something that 
the private sector has engaged in broadly over the last 10 to 15 
years, where they are contracting out everything. I mean, whether 
it is data processing or food services, anything that is outside of the 
core mission they seem to be willing to look at rapidly and say, 
“Can we contract this out?” 

And they do it, and the incentive for them is clear. They save 
their money. They are able to put that towards the bottom line 
within the corporate profits or within other investments that are 
in the core function of the company. 

Do we just not have the right incentives in the Federal Govern- 
ment to push this, and do you think we are going to get at those 
incentives with the bill that you are putting forward to stimulate 
this to happen? I mean, this needs to happen. The figures are 
there. It is occurring in the private sector in large organizations, 
but it is not occurring near to the necessary speed or amount in 
the Federal Government. 

Mr. Duncan. Well, I think one of the reasons that it has not 
been carried out is because we haven’t had legislation like Senator 
Thomas and I have introduced, and this bill would set up a specific 
office with the primary responsibility within 0MB to make sure 
that these procedures and policies are carried out. 

It is more than just contracting out. There are many ways every 
day that government agencies are competing with small busi- 
nesses, and that is really what this bill is more aimed at. I mean, 
even just yesterday I had a call from a meat-packing company in 
Knoxville, and the Tennessee Valley Authority was running an ad 
in conjunction with another meat company and was doing more or 
less free advertising for this one company. You have got daily ex- 
amples like that happening throughout the country. 

I think that if this bill could be enacted, so it would set up a spe- 
cific office to carry this out, that would provide some of the incen- 
tive that you are talking about, and we would see real action from 
this for the first time. It has just been words so far, but this would 
be action. 

Senator Thomas. Mr. Chairman, I think when you look at the 
whole issue, it is not some evil scheme on the part of the Federal 
Government or federal employees. 
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Say you are in charge of a forest, and you say, “Well, why don’t 
we contract out the management of the campgrounds?” However, 
you can have more control over the campgrounds if you don’t. You 
are accustomed to doing it. It is a habit not to do it. There is no 
real incentive to do it. In the private sector, if you do it, maybe you 
make some more profit or you get a bonus. That is not true in the 
government. 

I think the Federal Government is different. The success in con- 
tracting we ought to do, but we are going to have to do it in a little 
different way because the incentives that are there in the private 
sector are not available, it seems to me, in this structure. Part of 
it is habit, part of it is lack of incentive. 

Furthermore, it seems to me if we really want to enjoy the bene- 
fits of outsouring, you have to change the structure of Federal 
agencies. I happen to be chairman of the Parks Subcommittee, and 
we have got some real problems in our national parks. They have 
an $8 billion backlog in maintenance needs, and we are going to 
have to find some new ways to do things. I think it is an excellent 
example for this bill. You have park professionals whose real train- 
ing and background is managing the resource, but they spend most 
of their time doing the commercial functions. That’s the problem. 
We need to keep these people doing what they are trained to do. 

I guess what I am leading up to saying is if you want to 
outsource these functions, efficiently, then the agency has to con- 
vert a little bit to be better at putting out the contract, overseeing 
the contracts to make sure they are done right, change their activ- 
ity a little bit, doing it to be overseers of contracts, the same way 
you do it in the private sector. 

I think we have to recognize that it doesn’t happen as easily in 
the government, but I think once accomplished, the people then can 
divert themselves back to what they really want to do rather than 
the commercial things that they end up doing, and there would be 
a good deal of support for this concept. 

Senator Brownback. My question is born out of some experience 
when I ran a little State agency and we privatized several func- 
tions, and the only thing we got in the process was grief. Because 
you are cutting back on employees of the agency, and so that is not 
exactly enjoyable within the culture of the agency. You didn’t get 
anything back in return. I mean, I wasn’t able to give bonuses out 
to people. I wasn’t creating opportunities internally. 

And I was losing some control that I had as long as this was in 
my purview. Also, then, there is the common issue of a power base. 
I used to have X number of employees; now I have X minus 50 em- 
ployees. All the incentives went the other way and said, “Well, why 
would I do this? Plus, if it doesn’t work. I’m going to get hammered 
in this process.” 

So I have wondered if in looking at these things, I think the of- 
fice is a good idea, but is there a way to incentivize the public sec- 
tor? Can you give bonuses for savings, the way you give bonuses 
for increased earnings? Have you looked at — and I don’t know if 
there is, that is why I am asking you gentlemen — is there a way 
of changing that? 

Senator Thomas. Have you ever tried politically to give a bonus 
in a government deal? It is hard, you know. 
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Senator Brownback. Well, that is why I am asking you. 

Senator Thomas. It is hard, but we do need to find some more 
of an incentive to do it, because the concept will work if you want 
to make it work. 

But you have just described exactly — and that is why I say it is 
not a Machiavellian scheme on the part of government managers 
to not do it. The incentives are to stay where you are. The incen- 
tives are not to take a risk. The incentives are to build up the num- 
ber of people in your agency. That is the way it is, so 

Mr. Duncan. Senator, for years I have thought that we should 
at least try on an experimental basis with some agency, and tell 
this particular agency that if they can save X amount of dollars in 
the course of a year off their budget, that half of it would go to the 
employees in the form of a bonus and half of it would go back to 
the Treasury to apply toward the debt. 

I really think that if we could try that on an experimental basis, 
I think something like that would work, and we might be able to 
work it in conjunction with this bill. We could change — we could 
make some additions to this bill to provide something like that, 
possibly. 

Senator Brownback. We may look at doing that with you if we 
could structure it right, because there are big political pitfalls, too, 
which is what Senator Thomas identified, and I am cognizant of 
those, too. 

Mr. Duncan. Right. 

Senator Brownback. Thank you gentlemen both for taking your 
time and your interest and your focus on this. It is really appre- 
ciated. 

Mr. Duncan. Thank you. 

Senator Thomas. Thank you very much. 

Senator Brownback. I call up the next panel, which is the Dep- 
uty Director of the Office of Management and Budget, John A. 
Kosiken. I don’t know if I pronounced your name correctly — did I 
get that right? 

Mr. Koskinen. Koskinen. 

Senator Brownback. Mr. Koskinen, I appreciate very much your 
willingness to join us today. As you could gather from the last 
panel, we want to be as informal and free-flowing as possible. 0MB 
has a lot of interest in this particular issue, and I think has an ex- 
tensive track record of looking at it. 

So with that, appreciate your testimony. You can summarize if 
you would like, and handle it however you would like to. Thanks 
for coming. 

TESTIMONY OF JOHN A. KOSKINEN, DEPUTY DIRECTOR, 
OFFICE OF MANAGEMENT AND BUDGET 

Mr. Koskinen. Thank you, Mr. Chairman. I am happy to be here 
today and have the opportunity to discuss with you the proposed 
Freedom from Government Competition Act. As you suggest, I will 
submit my full statement for the record and summarize it here. 

Senator Brownback. Without objection. 

Mr. Koskinen. In light of our current budgetary restrictions and 
our move to implement the balanced budget agreement, all of us 
are anxious to ensure that the government operates as efficiently 
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as possible. Our guiding principle for determining when the govern- 
ment engages in commercial activities and when it considers 
outsourcing, privatization, or competition should be to ensure, as 
you all have just been discussing, that we get the best deal for the 
American taxpayer. 

We need to bear in mind that the Federal Government has al- 
ways obtained a vast array of products and services from the pri- 
vate sector and expects to continue that policy. In fiscal year 1996, 
for example, we spent over $114 billion on commercial support 
service contracts — contracts with the private sector. 

In addition to the substantial volume of contracting out already 
taking place, we are currently engaged in the largest effort ever 
undertaken by the Federal Government to compete our in-house 
commercial support workload with the private sector. Over 40,000 
full time equivalent positions are currently under 0MB Circular A- 
76 review in the Defense Department alone. 

Furthermore, pursuant to the implementation of the Government 
Performance and Results Act, we are holding managers more ac- 
countable for results. We are asking that managers justify their de- 
cisions to perform work by in-house, contract, or interservice sup- 
port agreement through full and open competitions designed to 
achieve the best value and lowest cost to the taxpayer. 

To achieve this new level of accountability, we are encouraging 
a broader range of competitions, and we favor encouraging new or- 
ganizations to enter those competitions. As you noted. Congress au- 
thorized us to develop franchise fund pilots and to expand the com- 
petitive environment that exists for reimbursable activities govern- 
ment-wide. 

The private sector is now being invited to participate in new 
markets and new levels of commercial workload that had pre- 
viously been the province of simple cross-servicing arrangements 
between agencies. And I would note that under the revised 0MB 
Circular A-76, an expanded cross-servicing activity by any fran- 
chise funds must be cost competitive with the private sector. 

Finally, we do not believe that these competitions should be one- 
time events. To ensure that the taxpayer continues to get the best 
deal, we need to periodically re-examine our outsourcing, cross- 
servicing, and in-house performance decisions. 

If the function was kept in-house, is the public sector continuing 
to provide the best deal? If the private sector is performing the 
service, is the current offeror the best one for the job, or has the 
government developed a competitive approach? Competition should 
be used on a regular basis to review the situation and to determine 
who can best provide required services. 

Ultimately, our goal is to restore the public’s faith in government 
by managing our resources more effectively, and by giving citizens 
and taxpayers more value for their dollar. By issuing the March 
1996 0MB Circular A-76 Revised Supplemental Handbook, we 
have established a streamlined approach to permit full and open 
competition — on a level playing field — to determine who should do 
the work. 

In this context, it is important to remember that, when faced 
with competition. Federal employees have been extremely cost-com- 
petitive. Approximately 50 percent of the competitions conducted to 
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date have been won by the government. At the same time, the pri- 
vate sector has won about 50 percent of the competitions, which is 
a strong indication that this process works. 

While we are encouraging agencies to compete to provide services 
to other agencies, as Congress contemplated with the establish- 
ment of the franchise fund pilots, we also agree that unfair govern- 
ment competition, to the extent that it exists, should be identified 
and eliminated. 

A clear distinction needs to be drawn, however, between the gov- 
ernment’s involvement in private sector or even State and local 
markets, and the need to manage our own resources on a cost-effec- 
tive basis. A substantial statutory and policy framework already 
exists that carefully limits the Federal Government’s involvement 
in the private economy and in State and local service markets. We 
continue to support those policies. 

The possibility of legislation in this area needs to be viewed 
against ongoing reinvention efforts. Our concern with the legisla- 
tive proposal embodied in S. 314 is that it mandates a particular 
approach to this situation, rather than letting customer agencies 
themselves examine their current in-house to contract mix, includ- 
ing the use of reimbursable support agreements with other agen- 
cies, to make the best management decision. 

If we have a need for legislation, it is to remove existing barriers 
to competition. S. 314, for example, does not specifically repeal the 
restrictions imposed on the Defense Department in 10 U.S.C., sec- 
tions 2461 to 2469. 

Finally, we are concerned that S. 314 will result in a significant 
new level of litigation, caused by the conversion of what are essen- 
tially management implementation decisions into a statutory obli- 
gation that would be subject to judicial review. 

The preamble to S. 314 states that the government’s current mix 
of in-house and contract resources is “unacceptably high;” that the 
existence of reimbursable arrangements between agencies is inap- 
propriate; that such consolidations divert the government’s atten- 
tion from its core mission; that small business is being hurt; and 
that current laws and regulations have proven ineffective in con- 
trolling govenrment’s growth. While individual anecdotes can be of- 
fered to support these findings, there is no quantitative data to es- 
tablish or support them. 

In fact, as I noted earlier, the amount of outsourcing is now $114 
billion a year and it has increased moderately over the last 4 years, 
as the government has downsized by 300,000 employees. So if any- 
thing, the ratio of the amount of work being done outside the gov- 
ernment to the amount being done inside has increased. 

S. 314 requires that certain information be made available to the 
public, including the development of inventories of commercial ac- 
tivities performed by the agencies. The March 1996 A-76 Revised 
Supplemental Handbook already requires that agencies conduct an- 
nual inventories of their commercial activities performed with in- 
house resources. The Federal Procurement Data System provides 
information regarding which work is now performed by contract. 
All of this information is available to the public upon request, and 
private sector companies are free to make offers to perform com- 
mercial work. 



12 


In contrast, and of major concern to us, S. 314 suggests that the 
private sector and employee unions may have a legal right to re- 
view these inventories and seek judicial review of agency deter- 
minations with respect to whether the function is inherently gov- 
ernmental, commercial, or has otherwise met the cost-effectiveness 
standards of the statute. Having these issues subjected to legal 
challenge will delay, not expedite, competition and contracting out. 

We also should not view outsourcing narrowly. For example, the 
Treasury Department, the Internal Revenue Service and the Social 
Security Administration, along with the Labor Department, re- 
cently signed an agreement to collaborate on a streamlined wage 
and income reporting system. Agencies also cooperated in respond- 
ing to the Oklahoma bombing, the crash of TWA Flight 800, Hurri- 
cane Hugo and other disasters. 

These joint efforts include the provision of services that are gen- 
erally considered commercial in nature and, in many cases, the 
work is being done directly by agency employees. In other cases, it 
is being accomplished through reimbursable agreements, contrac- 
tors, or a mix of in-house and contract employees. If passed in its 
present form, this legislation will put in place additional legal and 
other administrative obstacles to our ability to respond to these 
kinds of situations. 

Ultimately, the question is whether S. 314 provides anything bet- 
ter than that already provided by Circular A-76 and its Revised 
Supplemental Handbook. These documents provide a clear pref- 
erence for private sector performance of new and expanded work 
requirements; require agencies to develop inventories of commer- 
cial activities; establish prohibitions against the government’s en- 
tering into non-Federal support markets; restrict the development 
of new or expanded interagency support agreements to those justi- 
fied by full and open competition; and provide for independent ad- 
ministrative oversight within the agencies. We believe that this 
process not only works, but is beginning to encourage real competi- 
tion for government work. 

In sum, it is full and open competition that has made the Amer- 
ican economy the envy of the world. We support the provision of 
government services by those best able to do so, whether in the pri- 
vate sector or within the government. 

Rather than opening up existing markets or enhancing the dy- 
namics of competition, S. 314 may restrict the number of competi- 
tors. Trying to put existing agencies, franchise funds, and cross- 
servicing arrangements out of the market is likely to result in the 
enactment of many more agency-specific prohibitions against out- 
sourcing and competition, such as those that now apply to the De- 
fense Department. 

The bill will also spawn a whole new level of compliance litiga- 
tion, resulting in higher costs to the taxpayer. 

Mr. Chairman, that concludes my summary. I would be happy to 
address any questions that you or Senator Thomas might have. 

Senator Brownback. Thank you very much for your testimony, 
and I would like to ask unanimous consent to allow Senator Thom- 
as to join in and sit in on the Subcommittee today. I am certainly 
not going to object. 

Mr. Koskinen. So it is unanimous. 
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Senator Brownback. I appreciate your willingness to join us and 
sit in on this important topic, and thank you as well for your com- 
ments. 

In looking at this overall Federal effort to privatize, I understand 
that you have some real questions with the bill. At the same time, 
I don’t think you would say that we are near the level of contract- 
ing out of services that we ought to be within the Federal Govern- 
ment. Would that be a correct statement, or do you think we are 
where we ought to be? 

Mr. Koskinen. I don’t think there is a normative number that 
is an answer to that. As I noted in my testimony, we believe that 
issue continues to need examination on a service-by-service or con- 
tract-by-contract basis. 

Our past experience has been that, when these issues are con- 
fronted, they are sort of once-in-a-lifetime decisions. There is either 
a decision to contract out or a decision to keep an issue in-house, 
and then no one revisits that issue. We think that across the board, 
we need to continue to review whether the entity providing the 
service now is doing it most effectively. 

Senator Brownback. Do you have any nominees, then, now? I 
am not getting a real clear answer from you whether you think we 
are really at about the right level of contracting out at the $114 
billion figure. Are you thinking that there are other opportunities 
that are going to come up? 

Mr. Koskinen. I think there are opportunities now. And I think 
there will continue to be opportunities. I think our goal is to, in 
fact, continue to challenge every commercial service in terms of 
whether it is being done by the most effective provider. 

We have talked a lot about contracting out. Some of the govern- 
ment organizations reviewed by GAO discovered that after con- 
tracting out over a period of time, they contracted some of those 
same services back in. So again, these should not be viewed as 
once-in-a-lifetime decisions, but as ongoing reviews of the competi- 
tive nature of service providing. 

Senator Brownback. Do you have any nominees that should be 
contracted out, activities that are currently being done by the Fed- 
eral Government? 

Mr. Koskinen. As I noted, I think the Defense Department is 
trying to overcome a set of arbitrary statutory restraints on their 
ability to contract out. And, as I said, we have supported allowing 
the Defense Department to make decisions on the merits of wheth- 
er to contract in or contract out certain functions. There are now 
statutory prohibitions against that. 

Senator Brownback. So yours would be exclusively in the De- 
partment of Defense. Is that where you are presently focused? 

Mr. Koskinen. In terms of whether there are statutory prohibi- 
tions, right. We think 

Senator Brownback. No, on contracting out, what I am asking 
you is whether you have any nominees you think ought to be con- 
tracted out presently? And what I am getting from you is that you 
think there may be, within the Department of Defense, if we could 
remove some of the statutory barriers. 

Mr. Koskinen. We would do that, but again, part of my concern 
is that there is a presumption that the issue is contracting out. I 
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think there are nominees — across the board — for continual competi- 
tion to find out how we get services provided best — ^whether it is 
contracting out, contracting in, or contracting across agency lines. 

So I don’t think you can say, “Here is a target and it should be 
contracted out as a matter of fact.” I appreciate the changes the 
Senator has made in his legislation to ensure that the issue be de- 
cided on whether one agency or entity is the low-cost provider or 
the best-cost provider of that service. 

So I don’t think there are targets where you can say, “This auto- 
matically ought to be contracted out.” There are clearly functions 
across the government where we ought to have people continue to 
review who can provide those services most effectively. 

Senator Brownback. Well, let me give you a nominee, then. 

Mr. Koskinen. All right. 

Senator Brownback. Let’s see how you would react. What about 
on the NOAA fleet? We have IG studies, GAO studies saying that 
these ships should be sold, and that we should contract for these 
services. Have you looked at any of that within 0MB? 

Mr. Koskinen. Yes. We have encouraged the department to take 
a strong look at the privatization of that fleet. As you noted, over 
the last 2 or 3 years we have looked very hard and pushed very 
hard, on a number of fronts, for the privatization and actual sale 
of government entities and functions. So that clearly is a target of 
opportunity that needs to be analyzed. 

Senator Brownback. Good answer. That is one that we have 
been looking at. 

Let me ask one more question and then pass to Senator Thomas, 
because I don’t want to take all the time here. 

I note your opposition to various sections of the bill, and I will 
be interested to see what you think we ought to be doing about the 
Defense Department so that we can open it up to further contract- 
ing, because certainly that would be something that would seem a 
good opportunity to me. Do we have just the wrong incentives in 
place in the Federal Government to encourage privatizing out? 

I think you were here earlier when I made my brief statement 
about running a small agency, and how I noted that all the incen- 
tives I had as a public sector employee encouraged me to leave the 
situation the way it was. I received no internal support for doing 
this. I received no monetary incentives to give the employees of the 
agency for doing this, and if it didn’t work, I was going to get ham- 
mered in the press. Aren’t all the incentives the wrong way? 

Mr. Koskinen. Historically, that has been a problem. One of the 
things that has changed in the present is that budgetary resources 
are now increasingly constrained, and will be over the next 4 or 5 
years as we work to achieve a balanced budget by the year 2002. 

So in the past this was, in many ways, a more philosophical ar- 
gument about where work could be done best. There was not an 
overriding incentive on agencies to, in fact, be constrained by their 
resources. Now, no matter what happens in the appropriations 
process this year, no program will be receiving the amount of 
money that it has requested or thinks it could use effectively. 

Therefore, virtually all of the agencies, with a few exceptions, are 
now in a position where — if they want to expand the reach or im- 
pact of their programs — they are going to have to perform more ef- 
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ficiently with the dollars they have. And we are working with 
them, through their strategic planning processes and other ave- 
nues, to take a hard look not only at contracting out, but at re- 
engineering their workforce and the way they do their work. In 
many cases, we’re encouraging them to look at downsizing without 
necessarily having work done somewhere else, downsizing by stop- 
ping some work. 

The other thing that is happening, and I encourage you to sup- 
port it, is the implementation of the Government Performance and 
Results Act. The act will enable us to hold managers accountable 
for the effectiveness of their programs. What do managers achieve 
with the dollars we give them? And, how much does it cost? 

Again, I think the proper discussion is, “All right, what were 
your goals? What have you actually accomplished with the re- 
sources we have given you, and how much more effective could you 
be in a context where resources are limited?” 

So, I think we are beginning to provide agencies with fairly sig- 
nificant incentives for becoming more efficient. And I think that as 
we look at the pilot programs with franchise funds, we are going 
to learn a lot about whether agencies are encouraging each other 
to take a hard look at cross-servicing as we go forward. 

But let me address your final point, and I think it is an interest- 
ing one, regarding agency-generated savings going off into the gen- 
eral fund. Even if you could use that money to save more money, 
the long-held theory — at all levels of government — was that any 
savings went to either reduce the deficit or into the general treas- 
ury, and the mayor, the governor, or the President or Congress re- 
allocated those funds. That is not much of an incentive. 

We have increasingly been trying to encourage gain-sharing. 
Roughly 2 years ago. Congress passed the Debt Collection Improve- 
ment Act, which — for the first time — said that for the amount of in- 
creased debt collection, you could keep 5 percent in the debt collec- 
tion program. 

In our 1998 budget discussions and reviews with the agencies, 
we have said, “Here are your targets. Here is the amount of re- 
sources you can have. If by procurement reform, if by contracting 
out, if by doing your services in another way you can save money 
under those numbers, those funds can be redeployed to increase 
the impact of your program.” 

And it is the first time we have really approached it that way. 
So we are trying to give program managers and agency managers 
the incentive to say, “Here is our balanced budget glide path. Here 
are the resources that your agency is going to have. If you can be 
more effective with those resources — ^however you do that — and 
provide more funds for your programs, we won’t take that money 
away.” 

We won’t say, “All right, if you can save 5 percent through pro- 
curement reform, we’ll take the 5 percent and spend it somewhere 
else.” We’re trying to provide agencies with a tool kit for managing 
in a balanced budget world. We want to say, “Here is a set of re- 
invention opportunities, a way to operate more efficiently. To the 
extent you can take advantage of these opportunities, the funds 
you generate will be available for you, for the use of your pro- 
grams.” 
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Now it doesn’t get down to the issue of personal incentives, 
where we could actually provide a bonus directly to an employee. 
But as we go forward, I think we need to look at our performance 
appraisal system and our performance compensation system; al- 
though my experience has been, within the private sector and in 
the government, that performance bonuses — particularly in the 
government — are the last incentive that people are looking for. 

Most people have come to the government because they believe 
in the mission of their agency, and because they believe in govern- 
ment and public service. My experience has been that what ener- 
gizes them most is (a) feeling that they are doing meaningful work 
and doing it more effectively and, (b) having more resources for the 
achievement of agency missions and goals. 

Senator Brownback. And, (c) they wouldn’t mind a little more 
money in their pocket, too. [Laughter.] 

Mr. Koskinen. They wouldn’t mind a little more money. Nobody 
ever turned it down. 

Senator Brownback. It has been my experience in that system, 
as well. Senator Thomas. 

Senator Thomas. Thank you very much. Thank you for your en- 
thusiasm for our bill. [Laughter.] 

We were in the same situation last year, as a matter of fact. I 
asked you last year about section 3515 of the Government Manage- 
ment Reform Act. I still haven’t received an answer, so I am going 
to ask again. It requires you to collect from each Federal agency 
information on the accounts of each agency which performs sub- 
stantial commercial operations; to do it in 1995 and to do it again 
in 1996. Have you completed that? 

Mr. Koskinen. We have just about completed it. We have 
gone 

Senator Thomas. You have not completed it? 

Mr. Koskinen. Well, I don’t know today what the status is, but 
the information was due to us before the date of this hearing, actu- 
ally some time ago. 

Senator Thomas. It was due to you in 1995, wasn’t it? 

Mr. Koskinen. Yes. The statute with that requirement came late 
in 1995. As I noted last year, we had sent out a request to the 
agencies, and that information is coming and will be available. And 
as soon as it is completed, I will make sure that 

Senator Thomas. You will let me know, won’t you? You see, you 
are just 2 years late. 

Mr. Koskinen. I will let you know. 

Senator Thomas. It is so easy to talk about how you support re- 
form, but it doesn’t happen. You said Federal employees have been 
reduced by 300,000. How many of those came from base closures. 
Defense Department downsizing, and the savings and loan debacle? 

Mr. Koskinen. The last time I looked, about 60 percent were 
from the Defense Department and 40 percent were from the non- 
defense agencies. 

Senator Thomas. So when we are talking about reinventing gov- 
ernment, that really hasn’t been the reason that we have fewer 
Federal employees. 

Mr. Koskinen. One hundred and twenty thousand people from 
the non-defense agencies is a lot of people. 
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Senator Thomas. How many of those came from savings and loan 
completion? 

Mr. Koskinen. a relatively modest percentage of those. 

Senator Thomas. OK. 

Mr. Koskinen. I would be happy to send you those numbers as 
well, Senator. 

Senator Thomas. I wish you would, please. 

You talked about judicial review. Certainly I don’t want any 
more litigation than possible, than necessary, but if you are going 
to hold a competition, then do you object to the private sector hav- 
ing some appeal? 

Mr. Koskinen. No. My only point about that is, the moment we 
open up all of these decisions, the private sector will appeal. The 
Public Employee 

Senator Thomas. Well, shouldn’t they have a right to appeal? 

Mr. Koskinen. You can do that. Right now, they have a right to 
appeal in an administrative process. If you want to give the em- 
ployee unions and the private sector the right to take every one of 
these decisions into court, you can do that. I am in favor of 

Senator Thomas. Now, that isn’t the way it works, and you know 
that. 

Mr. Koskinen. That is the way it works. 

Senator Thomas. There are lots of statutory provisions that have 
judicial review now, and you are not swamped. I just don’t under- 
stand your argument. 

Mr. Koskinen. I would say 

Senator Thomas. You don’t need to answer it because I know 
your answer. 

Mr. Koskinen. Well, I would like to answer you. Our experience 
in procurement reform, for instance, was that given rights for stat- 
utory appeal, we clogged up the procurement process with a lot of 
appeals. When we did the Information Technology Management 
Reform Act, we abolished the General Service Administration’s 
Board of Contract Appeals and moved appeals back to GAO. Now, 
the process is running much more smoothly. 

Senator Thomas. How many times have you gone back after an 
award and done the A-76 competition again? You said it shouldn’t 
just be done once, you do it again. Do you go back and do it again? 

Mr. Koskinen. I don’t know, but one of our concerns has been 
that we don’t. 

Senator Thomas. Mine, too. When are you going to do that? You 
indicated that you ought not to just make a one-time decision and 
then not go back and do it again. 

Mr. Koskinen. That’s right. What we are doing is — and I think 
this is one of the things franchise funds and increased interest in 
the private sector will do — to continue to provide agencies with peo- 
ple interested in challenging the way the work is presently done. 

We don’t view it as our responsibility to monitor the system 
across the whole government. As I said to Senator Brownback, our 
goal is basically to harness the present incentives that are building 
in terms of budgetary constraints and to focus the agencies’ atten- 
tion on the wide range of options we provided them, for lowering 
their costs. Certainly, changing the way agencies do the work and 
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changing who does the work is one of the significant ways in which 
agencies can reduce costs. 

Senator Thomas. I guess I just get a little frustrated that, when- 
ever we seek to do something that might have some fundamental 
impact on how the Federal Government works, you come up with 
all of these reasons why we can’t do it. Or else you are doing it, 
but we don’t see the results. How many A-76 cost comparisons 
were conducted in 1996? 

Mr. Koskinen. I don’t know the number. I can get you that infor- 
mation. As I said, we have 40,000 FTEs under review right now 
in the Defense Department. 

Senator Thomas. But you don’t have any idea how many A- 
76 

Mr. Koskinen. I don’t carry that information 

Senator Thomas. But don’t you have any notion, any idea? Is it 
something that is done frequently? Is it done a lot? Is it done for 
lots of activities or is it something that is seldom done? 

Mr. Koskinen. At this point, I don’t know the answer to that. 
Senator. 

Senator Thomas. But you also indicated to us that we don’t need 
this bill because the A-76 process is taking care of it. 

Mr. Koskinen. I have indicated that our experience is that in- 
creasingly, across the board, with franchise funds, with 

Senator Thomas. Franchise funds, what does franchise funds 
have to do with this particular issue? 

Mr. Koskinen. With the franchise funds. Congress established 
six pilots to become competitors, in effect, marketers to agencies 
about their administrative support services — whether it is payroll, 
administrative, or financial systems. 

Senator Thomas. I understand. 

Mr. Koskinen. And they are beginning to operate. They are 
opening those competitions, and our rules are that the competitions 
have to be cost-competitive with the public. And agencies, once 
they have gone to a cross-servicing arrangement, can in fact move 
that contract to the private sector without an A-76 comparison. 

Senator Thomas. Last year you grandfathered existing services 
in order to avoid holding competitions. 

Mr. Koskinen. No, what we did last year, as I thought I had ex- 
plained, was to grandfather existing services. 

Senator Thomas. I understand that. 

Mr. Koskinen. The National Finance Center at Agriculture now 
provides payroll services to a series of agencies. If they want to ex- 
pand those, they have to cost compare 

Senator Thomas. I know, and you will remember the Senate last 
year objected to the grandfathering and voted against it 59-39. 

Mr. Koskinen. Voted against what? 

Senator Thomas. The grandfathering that you did last year. 
Now, my amendment was dropped from the omnibus appropria- 
tions bill, but I am just telling you that the Senate voted against 
that substantially. I guess my point is, it seems like instead of tak- 
ing a look at and moving towards outsourcing, you seem to do ev- 
erything you can to avoid it, and it puzzles me. 

Mr. Koskinen. I don’t think that is a fair characterization. We 
went to a lot of trouble, consulting with the private sector as well 
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as with the unions for about a year, to streamline and update the 
A-76 Circular for the first time in 

Senator Thomas. And I am asking you if you use A-76 or not. 

Mr. Koskinen. We have put it at the disposal of the agencies, 
we have required them to give us their material, and they are 
starting to take a look at this. You made a good point. As you say, 
we are concerned about exposing this to the legal process. We are 
concerned about arbitrarily, across the board, coming up with a 
conclusion. 

Your point about the Park Service is a good one. As we look at 
agency strategic plans, as we look at the definition of their mis- 
sions, and as we look at how are they organized, one of the things 
we are encouraging — and we would be delighted to encourage 
more — is for authorizing and appropriating committees to look at 
those areas and ask questions about them. 

So when you had those questions of the Park Service, it seems 
to us perfectly appropriate to have the Park Service explain to you 
what their strategic plan is, what their goals are, and how they are 
managing themselves as we go forward. We are doing that in our 
budget reviews. We have told the agencies that, as they go forward, 
they have a set of tools and they have to begin to explain to us how 
they are using them. 

Senator Thomas. I guess that is really the basic reason for this 
legislation. We have had this policy in place for over 40 years, and 
there is nothing statutory to require it, so you don’t really do it, 
and you ought to be doing it. Maybe you are right, maybe the Con- 
gress ought to be looking at it in the appropriations process, too. 
But since Eisenhower’s time the Executive Branch has said, “Well, 
you don’t need a statutory provision, we’re going to do it.” 

The time is going to come when we have to decide, are we going 
to do it or not? Are we just going to talk about it or are we going 
to do it? Is there some evidence? Did you bring some evidence? Can 
you show it? How many A-76s are we doing? 

But instead of that, frankly, and I don’t mean to be unkind, but 
I am a little impatient with this going on year after year, the same 
thing. 

Mr. Koskinen. Well, I don’t think we should gloss over the facts 
and act as if nothing is being done by the private sector. It is in- 
structive to me that we now contract out substantially more for 
services than our total Federal payroll. Our payroll costs are at less 
than $90 billion. We are now contracting out for services at $115 
billion. 

Senator Thomas. Almost all in defense. 

Mr. Koskinen. The $115 is almost all in defense? 

Senator Thomas. Much of it. 

Mr. Koskinen. We will try to get you those figures. 

Senator Thomas. Do. 

Mr. Koskinen. But you have to ask what the problem is. I un- 
derstand the private sector would like more business. I am in favor 
of them getting business, to the extent that they are cost-competi- 
tive. But I don’t think it is a fair characterization to say that the 
government is not contracting out, that it is not doing enough, and 
that it hasn’t moved. 
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If you look at the growth of contracting out, there have been 
other hearings on the Hill focused on whether we are moving too 
fast. Can we service these contracts? Can we oversee them appro- 
priately? At this point, we are contracting out a phenomenal vol- 
ume of work. That doesn’t mean we shouldn’t contract out more, 
back to the Chairman’s question in terms of I think we need to 
continue 

Senator Thomas. Why don’t you give us some numbers, over a 
period of time. 

Mr. Koskinen. I would be delighted to give you the numbers. 

Senator Thomas. Five years, 4 years, you choose it. Give us the 
growth pattern in terms of the percentage of total expenditures 
that are contracted out. 

Mr. Koskinen. Right. I will give you the numbers as to what the 
growth has been in contracting out and what the decline has been 
in Federal employees, both in numbers and in compensation. 

Senator Thomas. And tell us where they came from. 

Mr. Koskinen. And I will tell you where they came from. 

Senator Thomas. OK. 

Senator Brownback. I think that would be helpful to have. We 
don’t mean to be pressuring you, but we are. 

Mr. Koskinen. No, that is all right. [Laughter.] 

Senator Brownback. And we want you to feel a little bit of that, 
because what you are seeing here from both of us expresses our 
perception that there isn’t near the level of privatization taking 
place that clearly could take place. I gave you one example. We 
have a bunch of others that we could give to you, and maybe that 
is what I ought to run by you, just saying, “OK, what about this 
one and what about that one? What are you doing about those?” 

Actually, why don’t we submit a list of nominees, and would you 
mind reacting to those? 

Mr. Koskinen. That would be fine. 

Senator Brownback. You are in the middle of the administra- 
tion, and are supposed to be the bad guys and pushing all this stuff 
within the system of the Federal Government. We hope to create 
incentives within the agencies and overall in the administration for 
more of this to occur. But it is the perception amongst a lot of 
Members that there is just not enough happening, and what is 
happening is basically in the Department of Defense. This is fine 
and good, but it is one agency, and it ought to happen on a much 
broader basis. 

Until we start seeing real things happening, you are going to 
continue to have this. You are going to continue to have this sort 
of pressure, and then we are going to start working at it through 
the appropriations process, we are going to go at it this way, and 
we will just be fighting back and forth. We would rather work with 
you. You are in the middle of the administration and can push 
those sort of things. 

Mr. Koskinen. Right, and I think it is an important issue. We 
have supported it; we are behind it. But one of our concerns is that 
it ought not be our primary focus. It is ultimately a secondary 
measure of long-term effective performance. 

We are not doing this for philosophical reasons, although there 
are some who are. Our goal is to provide taxpayers with the most 
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efficient operations for achieving agency missions. And I think we 
are all on the same page insofar as we want to determine what the 
agencies are trying to accomplish, their goals and objectives and 
their effectiveness, and the costs of getting desired results. 

And as we continue to push on the broader issue, I think the way 
to get people’s attention and to motivate the agencies is to say, “(a) 
we have fewer dollars than we would like, and (b) we are now 
being held accountable for the actual outcomes resulting from our 
activities. How can we increase that performance when we are not 
going to be able to do it through getting more money in appropria- 
tions?” 

And we need to encourage managers to say, “One of the things 
we have got to do is become more efficient in the way we are orga- 
nizing.” One of the ways to become more efficient is to look at who 
is the best provider of commercial services 

Senator Brownback. And actually make something happen. 

Mr. Koskinen. Right. And another way is to look at restructur- 
ing, redoing the way we do the work. We have pushed on a lot of 
fronts in that regard. These things are all part of the package. 
They are all important elements, but we are not doing them as 
ends in and of themselves. We are doing them because we are ulti- 
mately trying to achieve the best possible performance for the pub- 
lic in terms of achieveing those missions. So the Park Service is a 
great question. 

Senator Thomas. Nobody can disagree with what you just said, 
but you talk about it in such a broad way. You have to finally 
break down into taking action, producing results. You talk about 
efficiency. Well, everyone wants that. Then, finally, you have to 
say, “Well, how do we do this? And here is an area we ought to 
be doing it in.” Whatever the area is. 

Mr. Koskinen. I am saying that if we could get, and actually you 
can tell I am lobbying to get as much congressional support as we 
can. We are working hard with the House and the Senate 

Senator Brownback. You are not doing real well. 

Mr. Koskinen. I think you are exactly right. We can be at a high 
level of abstraction and it doesn’t make much sense. 

Senator Thomas. And I have noticed that some. 

Mr. Koskinen. But ultimately what I would like to have people 
do is to ask harder questions as they go through the process — agen- 
cy by agency — about what we are actually getting for our resources. 
And if you could start to focus on that as the incentive, as the out- 
come of the discussion and the outcome of their work, then you get 
greater leverage on people to participate with you in streamlining 
and restructuring their operations. 

Senator Brownback. We need to wrap this up. I am going to 
submit to you a list of nominees. 

Mr. Koskinen. Good. 

Senator Brownback. I would appreciate it, if you would take a 
good look at those and see which ones you think we ought to go 
at. I would appreciate, if you would, answer Senator Thomas’s 
question for him and for the Subcommittee 

Mr. Koskinen. We will provide 

Senator Brownback [continuing]. Of looking at privatization 
over a 5-year time frame, if you would. 
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Mr. Koskinen. Sure. 

Senator Brownback. Let’s just go back the past 5 years and you 
say, “Here is where we have privatized over the past 5 years.” I 
think that would help me, I think that would help Senator Thomas, 
because we are both — I am feeling like how I treat my mother-in- 
law sometimes, which is I always go, “Yeah, yeah, yeah, yeah. I’ll 
do it,” and then nothing happens. [Laughter.] 

And we got to see something happen here. So thank you. Sorry 
to give you a tough morning, but if you would react to those two 
things in particular and be specific, I would appreciate it. We will 
also look at your suggestions on the Department of Defense for 
changes in legislation to see if there are things we can help you out 
with there. 

Mr. Koskinen. That would be great. 

Senator Brownback. Thank you very much. 

Mr. Koskinen. Thank you both. 

Senator Brownback. For, the third panel we will be hearing 
from Dr. Samuel Kleinman, director of the Center for Naval Analy- 
sis. Next we have Captain Burton Stretcher, CEC, USN, director 
of Navy Outsourcing Support Office; and Charles Davis, with 
Chamberlain, Davis, Rutan and Valk, formerly the associate ad- 
ministrator for operations, GSA. 

And I would note, for the other Members present. Dr. Kleinman 
and Captain Stretcher are Federal employees and don’t want to 
comment on policy issues, or on the particular legislation appearing 
in front of us. They are here to talk about their own experiences, 
and so we will limit our questions to non-policy matters. That is 
pretty tough for a couple of people in the policy field, so if there 
are questions we ask you that you don’t feel are appropriate, just 
tell us and don’t respond to them. 

If there is no problem with going with the order on the list. Dr. 
Kleinman, we would appreciate your statement. You can summa- 
rize and we can put the whole statement in the record and then 
have some good discussion. 

TESTIMONY OF SAMUEL D. KLEINMAN, i DIRECTOR, CENTER 
FOR NAVAL ANALYSIS 

Mr. Kleinman. Good morning, Mr. Chairman. Thank you for in- 
viting me to testify before your Subcommittee. I apologize, but I am 
losing my voice and at some point I may ask my colleague Derek 
Trunkey to come forward and complete my statement. 

I will be discussing our examination of competition in out- 
sourcing. In the title of my talk, I put the word “competition” first. 
We believe that competition is what we have gained in DOD from 
our outsourcing program. The program is built on the premise that 
all providers of services, both in-house teams and private contrac- 
tors, should be able to demonstrate that they provide the best 
value to DOD and government. 

I will be talking about our examination of competitions governed 
by 0MB Circular A-76. Under this circular, in-house teams are al- 
lowed to submit a bid and the incumbent team can bid below its 
current costs, which it often does. The private team must bid at 


^The prepared statement of Mr. Kleinman appears on page 53. 
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least 10 percent below the public team’s costs to win the competi- 
tion. 

Our initial work examined the U.S. Navy’s competitions. Be- 
tween 1979 and 1990 the Navy competed 25,000 positions, 80 per- 
cent civilian and 20 percent military. Overall, the savings were 30 
percent. In these competitions the public team won half the time. 
There was a 20 percent saving when the in-house team won and 
40 percent saving when a private firm won. The in-house savings 
appear low because when no bidder produced any savings, the com- 
petition was decided in favor of the in-house team, and those no- 
saving competitions are included in their average. 

For about 30 of these competitions we went back to the bases to 
learn about quality and subsequent costs. Although there were a 
couple of defaults, in most cases costs were contained and quality 
maintained. We believe the reason is that when the contract ended, 
there were sufficient competitors out there to bid away the con- 
tract, so there were always competitive pressures controlling the 
contractors. 

In one large competition, we were able to follow performance and 
labor productivity through two recompetitions. We found that per- 
formance remained high and the labor productivity continued to 
improve. 

When contractors win, they have to offer any new jobs to the af- 
fected government workers. Only 3 percent of the affected workers 
joined the contractors in DOD. Most Federal workers prefer to con- 
tinue employment with the government. However, our case studies 
did show that when a contractor loses a subsequent competition, 
most of the workers are rehired by the winning firm. 

We believe that the source of the savings is competition. Both 
public activities and private teams come in with their best offers 
and, as I noted, the in-house team wins half the time, so out- 
sourcing only occurs when a private firm offers to perform the func- 
tion at lower cost. 

Competition provides cost visibility and choice of suppliers. In 
many cases, for the first time, in-house teams constructed the full 
cost of what they were required to do, and they developed perform- 
ance work statements. The government could then compare alter- 
native sources for accomplishing the required work. 

When private sector teams win, they appear to reduce costs by 
using fewer people, not by paying less per person. We believe they 
do this by moving people from one job to another, by giving employ- 
ees a greater range of skills, by using more temporary workers, 
part-timers, overtime, and workers from other sites to meet peak 
work load demands. 

There is a cost to competing and monitoring contracts. We esti- 
mated that the one-time cost to compete is about 10 percent of the 
annual value of the contract. The cost to monitor these contracts 
is 3 to 10 percent. The savings I reported to you are net of those 
monitoring costs. 

After examining the Navy’s experience, we extended our analysis 
to all of DOD’s competitions. I am going to show you what the re- 
sults are on this chart. There were 2,100 competitions, 80,000 
positions 
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Senator Brownback. Would you mind moving that over to the 
other side? I hope that is not too inconvenient for you. We have 
more people on that side of the room, and Senator Thomas will be 
able to see it, too. Please proceed. 

Mr. Kleinman. We looked at over 2,100 competitions, military 
and civilian combined. There were 80,000 positions. Again, about 
80 percent were civilians. 

Senator Brownback. I’m sorry. Could you tilt it just a little bit 
this way, now? I would like to be able to see it, too. There you go. 
Thank you. Sorry about that. 

Mr. Kleinman. We found that there were savings throughout 
DOD, across all the services and agencies, again about 30 percent, 
and again, half the competitions were won in-house. We estimated 
that the annual saving to DOD was $1.5 billion a year from these 
competitions. 

We noticed that some competitions produced a great deal of sav- 
ings and others produced no savings, and my second chart will 
show you the distribution we found. In about 22 percent we actu- 
ally didn’t have any savings. On the other hand, in 16 percent of 
the cases, we had savings of over 50 percent. 

We saw that competitions for small activities were the most like- 
ly to produce no savings. In fact, close to 70 percent of the activi- 
ties with no savings were competing only 10 or less positions. This 
is consistent with our observation that savings come from using 
fewer people. It is difficult to structure assignments for narrowly 
defined activities. This is an important point when considering how 
many activities to put into one competition. As I mentioned, small- 
er competitions provided less savings, yet many of the competitions 
are indeed small. 

And that will be my third and last chart. It shows that 40 per- 
cent — 857 of the 2,100 competitions — ^were for 10 or fewer posi- 
tions. Those 40 percent of the competitions produced only 5 percent 
of the total savings. Savings were greatest for the largest, over 200 
positions. Unfortunately, in the middle it is less clear what is going 
on, but you can see at the very bottom there is definitely a loss 
from using those smaller competitions. 

Now, there are many challenges to successful competitions in 
outsourcing. As I noted before, the average cost to compete is 10 
percent of the annual contract value. These costs are usually recov- 
ered quickly, usually within 4 months, but they can discourage re- 
gional offices that have to pay for the competitions out of their cur- 
rent budgets. 

It can take a long time to complete a competition. The average 
is 2 years. A recent Rand report noted that while 5 percent were 
completed within 6 months, another 5 percent required 5 or more 
years. The lengthy competitions can be disruptive and costly. 
Workers, fearing that the work will go outside, start to look for 
other jobs, and no matter who wins, it takes time to recover from 
the disruption. 

Many competitions were cancelled before they even went out for 
bid. Forty percent of those started were never completed. Our anal- 
ysis suggested that those cancelled were as likely to produce sav- 
ings as those completed. 
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Departments and agencies can take steps to meet these chal- 
lenges. First, each department and agency should set up a competi- 
tion and outsourcing office to serve as a central source of informa- 
tion and support. The offices would promote and arrange training, 
help structure and review performance work statements, provide 
templates for contracts, and send teams out to the local and re- 
gional offices to set up the competitions. We need to cut the cost 
and length of competitions, and the individual facilities and regions 
cannot be asked to do it alone. 

Second, the incentives at local and regional offices should be im- 
proved, as you have noted before. Competitions are costly and dis- 
ruptive to them, and headquarters often cuts the budgets by the 
amounts of the savings, leaving the local and regional offices no 
better off for their efforts. We believe that the local and regional 
offices should keep the savings for a couple of years. They could use 
the money on workplace improvements that didn’t make it into 
their original budgets. 

Third, the workers participating in the competition should be 
kept informed and supported throughout the process. They should 
know what is being competed, the schedule, and the rules govern- 
ing the competition. They should be helped in reorganizing and 
preparing their own bid. Their objective should be to win, and we 
want them to take on the challenge of outside competitors. If they 
lose, they should be offered generous buy-outs and help in finding 
new positions. 

Fourth, agencies and departments should look for opportunities 
to consolidate several activities into one contract. The small com- 
petitions are not producing the savings seen in the other competi- 
tions. One facility could consolidate different functions into one 
competition, or several facilities could merge a common function 
into a competition. 

Finally, agencies and departments should use a selection process 
that allows them to pick the best value and not necessarily a 
sealed-bid, low-cost alternative. They are allowed to weigh past 
performance, management, and financial solvency of the bidders. In 
the past, the Department of Defense sometimes felt obligated to se- 
lect low-cost bidders that they suspected could not perform. 

In summary, competitions produce the best efforts in all partici- 
pants and the best value for our agencies and departments. The 
end result would include more outsourcing but, more importantly, 
it would lead to more efficient government. 

Thank you. 

Senator Brownback. Thank you. Dr. Kleinman. That was very 
illuminating, from your practice and what you have experienced. I 
will look forward to some good questioning. 

Mr. Streicher, thank you for joining us today, and the micro- 
phone is yours. 

TESTIMONY OF CAPTAIN BURTON STREICHER, i CEC, U.S. 

NAVY, DIRECTOR, NAVY OUTSOURCING SUPPORT OFFICE 

Captain Streicher. Good morning, Mr. Chairman, Senator 
Thomas. It is a pleasure to be with you here today and to discuss 


^The prepared statement of Captain Streicher appears on page 60. 
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my experience when conducting 0MB Circular A-76 competition 
studies within the Navy. 

In my present position I am responsible for assisting Navy and 
Marine Corps field activities in conducting A-76 competition proc- 
ess by streamlining the process to a standardized notional 12 
months, selecting and developing generic performance work state- 
ments, standard acquisition and source selection templates, new 
key process enablers, provide access to nationally based study sup- 
port consultants, ensure lessons learned are quickly shared among 
the activities, and provide a single store-front point of service for 
local installation commanders. 

In 1984 I was the functional head of two different successfully 
completed A-76 competitions for public works services and trans- 
portation operations and maintenance at the then-Naval Air Devel- 
opment Center, Warminster, Pennsylvania. Both studies were 
started in May of 1982. They were in progress when I reported in 
July of that year. 

We studied about 78 full time equivalents or positions in both 
studies. The most efficient organization took us 4 months for each 
to do. The invitation for bid was released in May of 1983 for the 
public works services, and the transportation studies were released 
later that fall. 

I spent most of my entire tour of 3 years to bring both to comple- 
tion, as the public works services competition resulted in a lengthy 
7-month appeal process which extended out the total study period. 
Both studies were retained in-house and they continued to be re- 
tained until the facility was closed under the BRAG process. 

I would like to share with you some of the lessons I learned from 
these experiences. First, there were numerous barriers which made 
it difficult for us to conduct these studies. The study units were 
suboptimized and conducted at different times, two different stud- 
ies, which resulted in fragmentation of our management effort and 
required a significant amount of additional coordination effort by 
my staff. 

In accordance with the guidance at the time, we conducted the 
process in a serial manner, finishing one step before we commenced 
the next. If the product was not acceptable for the next portion of 
the process, I had to go back to the beginning of the previous step, 
with a commensurate loss of time and effort. 

For example, when I first saw the public works study perform- 
ance work statement, it was not in a contractible format. I had to 
appoint three people full time to work for 2 months just to convert 
it from what my shops and functional people had developed into 
something that we could put out on the street for advertisement. 

The prescriptive statements of work and the data gathering ef- 
forts to develop them were exceptionally labor intensive and almost 
impossible to cover all aspects of the service performance. The re- 
sulting “how to do the work” performance work statements were 
huge in size — we weighed them in terms of pounds — and left many 
opportunities for misunderstanding the requirements. 

In fact, I awarded a small consulting contract to provide an inde- 
pendent review of our final performance work statements just to 
determine where we had left holes in the requirements. The con- 
sultant found several, one of which hinged on the definition of a 
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word used to describe the intermittent operation of our heating 
boiler plant. If not corrected, this word interpretation could have 
resulted in a contract change worth several hundred thousands of 
dollars if it had been awarded to an outside service provider. 

I also found that there was very little process technical experi- 
ence located within the activity or the region. There were no user- 
friendly guides that could walk a functional manager through the 
process and explain what choices there were that could be made by 
the commanding officer or myself Everything was done for the first 
time, with great uncertainty, whether it was done correctly or not. 

In addition, there was no formal lessons learned sharing mecha- 
nism to find out what was happening in other activities. We pretty 
much had to use our own personal contacts to get that information. 

The invitation for bids method of acquisition, which is a cost-only 
comparison, resulted in a decision for the bidder who interpreted 
the specifications to the minimum amount; this was whether they 
could actually do the work or not. This was commonly known at 
the time as an unlevel playing field. 

It resulted in an initial decision on the public works services 
study to an outside provider who bid almost exactly half of the 
independent government estimate, the government bid and the 
other four industry bidders. The union appealed this initial deci- 
sion, and after more than half a year and numerous discussions, 
the contractor withdrew his bid. 

Despite the above barriers and the difficulties that I experienced, 
the process worked, and my activity was able to perform the same 
amount of service at a much-reduced cost. Competition vice the end 
nature of the service provider was the key to about a 20 percent 
savings for my command. 

Since my experiences over 13 years ago are not unique to just 
me, to overcome these obstacles the Navy has reengineered and 
streamlined the process to become a better management tool for ac- 
tivities to use, namely, better up-front planning and coordination 
using acquisition plans and integrated process teams of all parties 
involved in the process, to give the local commander greater control 
of the whole process. 

We have shifted to identifying minimum service required to sup- 
port the mission and to define the requirements in performance 
outcome terms, which allows the service provider, whether it is out- 
side or in-house, to determine how best to provide the service. We 
are holding industry forums to learn best business practices and 
adjusting performance work statements to allow better participa- 
tion by industry and government providers. 

We have also developed a way to compress the A-76 process to 
12 months between announcement and decision, through parallel 
versus serial operations, process enablers and templates, and an 
extensive support effort which includes enhanced training opportu- 
nities for the people doing the studies, regional facilitators, elec- 
tronic connectivity for the lessons learned, and outside consultants 
being available to provide specialized expert assistance. 

Finally, we have shifted to a best value request for proposal vice 
lowest bidder invitation for bids acquisition process in order to bal- 
ance the outcomes of the best contractor proposal and the govern- 
ment proposal prior to cost comparison. This new change corrects 
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the greatest previous complaint by both sides of a unlevel playing 
field for the competition. 

These initiatives, along with the other aids that we have been 
developing, (such as a 1-800 outsourcing assistance number, an 
outsourcing home page on the Internet, a commander’s handbook 
for successful competition, and electronically linked regional out- 
sourcing support coordinators), we feel will go a long way in mak- 
ing the A-76 competition process a better management tool for the 
Navy, and it will provide another addition to the Navy command- 
er’s and the resource sponsor’s tool kit to use, when appropriate, 
to reduce the cost of the Navy’s infrastructure. 

In conclusion, I hope that sharing my experiences will assist the 
Subcomittee in its future deliberations. 

Senator Brownback. It will, and I appreciate very much that 
testimony. We will look forward to some questioning. 

Mr. Davis, thank you very much for joining us. The microphone 
and the floor is yours. 

TESTIMONY OF CHARLES S. DAVIS III,i CHAMBERLAIN, DAVIS, 

RUTAN AND VALK, FORMER ASSOCIATE ADMINISTRATOR 

FOR OPERATIONS, GENERAL SERVICES ADMINISTRATION 

Mr. Davis. Mr. Chairman, Senator Thomas, I appreciate the invi- 
tation and opportunity to discuss the Freedom From Government 
Competition Act, specifically in reference to my experiences and ob- 
servations on the benefits and opportunities of competitive con- 
tracting. I have submitted my remarks for the record, and right 
now I would like to summarize those briefly 

Senator Brownback. Please. 

Mr. Davis [continuing]. And also add some additional observa- 
tions. 

Before getting into my experience in the government, I want to 
touch briefly on the fact that the private sector has begun to use 
outsourcing more than ever before. Perhaps the best example of 
this is the automotive industry. I am from Detroit, and for 10 years 
I was an executive with one of the major auto companies. 

Since 1980, the revitalization of the American auto industry to 
a large part has depended upon outsourcing. This was not true 
from 1920 to 1978, where insourcing, in effect, was the mode of op- 
eration, bringing in parts suppliers and components suppliers. Ford 
used to make its own steel, its own glass for windshields, had its 
iron mines up in the Masabe Range, and had its own fleet of 
steamships. All these were considered inherently necessary to run 
the business. 

As you know. Ford finally had to stop insourcing when it, 
through antitrust problems, was forced to spin off its Autolite 
Spark Plug Division, and that effectively put a stop to this great 
insourcing flood that was believed, in GM or Ford or Chrysler, to 
be the way to go. With the competition from the Japanese and the 
global economy, all three auto companies have been forced to 
rethink, and if you just survey what has happened since 1980, they 
have been selling off division after division after division, out- 
sourcing whole activities of their operations. 


^The prepared statement of Mr. Davis appears on page 64. 
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They have been doing it not only for cost, and this is the point 
I wanted to bring up that is not in my prepared remarks. They are 
mission-oriented, just like government agencies are, and they real- 
ize it is not just cost savings that you get from outsourcing. Man- 
agement is better able to focus their attention on their mission. 
The mission of those auto companies is designing cars, making sure 
the cars can be assembled, and then marketing them. 

But where the component parts come from, where the steel 
comes from, how it is manufactured, all the companies are inter- 
ested in is the results of that; in other words, they are interested 
in the end product that is going to hit their assembly lines. They 
are not interested in being tied up in the management of all these 
component parts manufacturers and raw material manufacturers. 
It diverts their management attention. 

Likewise, when I was in a government agency, we continually — 
on a day-to-day basis were worrying about personnel problems, 
worrying about reorganization problems, worrying about coming up 
and trying to get budget authorizations. If we are directly manag- 
ing all those activities, we have many more things concerning us 
and we are not focused on our end mission, which is the program 
we are supposed to be delivering to the public or to the other gov- 
ernment agencies. 

So the reason I am adding this is, I heard earlier all the talk on 
outsourcing or competition is because of cost-effectiveness. Equally 
as important is the ability of government executives, career and 
non-career, to focus their attention on mission and not be side- 
tracked with trying to always manage all the parts of the process. 

Now, speaking about my government experience, during the pe- 
riod from 1981 through 1985 GSA reduced its head count by over 
9,000 FTE or by 25 percent. Over one-third of that reduction came 
through use of the A-76 process. The savings that we gained in 
GSA in 4 years was $120 million a year by the end of 1984. 

We conducted 500 A-76 reviews covering over 45 percent of the 
agency’s head count during that 4-year period. The $120 million in 
savings that occurred wouldn’t have come had we not been able to 
fast track and to find ways around the normal impediments . . . 
impediments that I noticed was mentioned in the questioning com- 
ing from the Subcomittee today on the use of A-76. 

When we first started to try to implement the process, it seemed 
like it would take years. Each study was defined as taking 8 
months, others would take a year or more, before we would be able 
to get out and contract. 

One of the things that we were able to do and one of the lessons 
we learned is to streamline the process by using standardized pack- 
ages for both the analysis and standardized packages and stand- 
ardized methodology in moving through the procurement process. 
We were aware that there were large savings to be made on large 
programs, but we were also aware that large programs bring large 
attention to them and are difficult and complex to manage. 

So what we tried to do, and one of the ways that we were suc- 
cessful, is we broke down the programs that we were going to A- 
76 into chewable bites. We concentrated on the area of below 30 
FTE and many times around 10 FTE. When we get into that size 
of procurement, you can speed it up, and our target that we 
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reached was a 3-month cycle from the time that we identified an 
area of needing an A-76 study until the time it was out on the 
street being contracted. 

One of the other problems we had was the tendency in the gov- 
ernment that to get ahead you have to go along if you are a career 
employee. It is very difficult to buck the agency. Career employees 
do not typically wish to see their operation reduced through the A- 
76 process. They don’t understand they have as much authority 
under a contract as they would have with the FTE. 

So there is a natural reluctance to contract out. We would not 
have been successful if we had not made the A-76 process itself 
what is called a “critical element” in every line manager’s perform- 
ance review. Now, the critical element wasn’t just completing a 
study . . . the critical element was having the bid on the street. 
A critical element means that if you don’t get a satisfactory grade 
on it, you can be demoted or discharged under the performance re- 
view system for career employees. So we made A-76 a “critical ele- 
ment” throughout the agency. We felt that that was one of the 
most important steps to making sure the process moved ahead. 

Of course, we had to have support from the top. That was abso- 
lutely crucial, but the support wasn’t just rhetoric. The top man- 
agement in the agency had to take active support. For example, in 
one major A-76 program, we actually had to remove the top line 
manager out of the way. That is a drastic step, but that sent a sig- 
nal to the whole agency that we were serious about completing the 
A-76 projects on time. 

One of the elements that is important to the process, also, was 
the element of setting the performance standards from what the 
private sector can accomplish, not just accepting the present per- 
formance standard in the government. In this way, not only do you 
get the cost savings — ^you get the cost savings regardless — but you 
also get an improvement in the performance. 

To give you one example, when we A-76’d the Franconia ware- 
house, the government performance standard was 29 days; this was 
from the time a warehouse order was received to the time the 
goods were shipped, out the door — 1 month from the time the order 
was received to the time they had to have it shipped. In the private 
sector the standard was 72 hours, that was the maximum time pe- 
riod we could find. 

We couldn’t get the government career employees in that area to 
agree to 72 hours. We actually had to remove some government 
employees when they said the lowest they could go was 16 days. 
Finally, we found a manager who was willing to commit to 6 days. 
That was where the performance standard was set ... a reduction 
from 29 days to 6 days in the service level. 

When we bid the process, an outside contractor won that bid, and 
the performance was 6 days at 39 percent cost savings. So not only 
was the cost savings achieved, 39 percent lower than the prior year 
to operate that facility, but the performance went from 29 days to 
6 days. So using outside performance standards is very necessary. 

The other thing I do want to state, and I can do this being out- 
side the government, that for a career employee participating in di- 
recting the A-76 process and pushing it in an agency is tanta- 
mount to watching your career reach a dead end. You will never 
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be promoted. I can’t say that it happens in every government agen- 
cy. I can say it happened in GSA. 

The people who ran that program in my agency, GS-15s, saved 
$120 million. The average cost savings was 38 percent. They re- 
duced head count by 3,000. As a result, for the rest of their career 
in the government, they were never promoted. We gave them out- 
standing performance reviews, and I think for the rest of their ca- 
reers they had either excellent or outstanding reviews, but having 
the career people sit on the SES selection board meant that there 
was always a reason that these individuals were not selected for 
SES, and I attribute that directly to the fact that they took on the 
bureaucracy through the A-76 program. I don’t know how to solve 
that through legislation, but it is a real problem. 

As I said, I have submitted my remarks for the record. I would 
be glad to answer any questions you have. 

Senator Brownback. That last statement was particularly 
thoughtful and provocative. I wish you had proposed a solution to 
it, as well. 

Do you have some questions. Senator Thomas? Would you like to 
ask one or two before you leave? 

Senator Thomas. Yes, sir. Thank you, and I appreciate your tes- 
timony and all of you being here. Captain. 

Captain Streicher. Yes, sir? 

Senator Thomas. You went through this thing. I guess this was 
fairly early on, the experience you talked about here? 

Captain Streicher. Yes, it was. 

Senator Thomas. So that you were sort of experimenting. Would 
it be useful to have some outside assistance in doing the specifica- 
tions and setting up these kinds of things? Again, I go back to an 
agency manager who probably hasn’t or may well not have done 
that, for instance in the military. Would it be useful to have some 
kind of professional help set up the criteria? 

Captain Streicher. Yes, it would. Actually, that is kind of what 
we have done in the Navy. We got five consultants and locked them 
up in a room with ourselves, and we produced this guide for activ- 
ity commanders that really walks them through the process and 
gives them the kind of guidance I didn’t get back in the 1980s. 

Senator Thomas. Yes. 

Captain Streicher. It tells them what the steps are. It tells 
them what should be produced, about the time it should take to do 
it, who the key players should be. It basically gives them a very 
basic guideline of how to go through the process and what decisions 
they can make as the Commander. 

So I think we have met that need at this point. The 10,000 stud- 
ies that the Navy announced in January, we are in the midst of 
doing the most effective organizations and the statements of work 
right now, so we are kind of in a trial and test right now to see 
how well it does work, but it seems to be so far. 

Senator Thomas. Yes. That is very interesting. Thank you, sir. 

Senator Brownback. Thank you. Senator Thomas. 

I appreciate what you folks have done here. You have stepped up 
and done some of these privatizations, and have done so effectively. 
I found this instructive, especially where you are saying that the 
larger projects are the ones to concentrate on. These are going to 
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be difficult to do anyway, and you don’t save much on the smaller 
positions. Has this been your clear experience? 

Mr. Kleinman. Yes, sir. 

Senator Brownback. Are there particular legislative changes 
that we could make, if you can comment — I know you can’t com- 
ment on policy. Are there particular legislative barriers you ran 
into, in trying to do the things you did on using this A-76 process? 

Mr. Kleinman. I don’t think that is a problem, sir. I am not 
speaking for the Navy here. The way A-76 is written now, you 
don’t have to go through it for 10 or less people in the activity, yet 
we have chosen most of the time to do that. 

I think that the people who did that, did it because they were 
very cautious and wanted to show everyone that they did this as 
a fair way of doing business, and to offer the in-house team an op- 
portunity to bid on it. So they could have gone directly outside, and 
they chose not to. 

This gets back to the whole issue of the incentives, how do you 
speed up the process, an issue that I believe is very important; cost 
visibility, that there is never really an appreciation of what it real- 
ly costs to do things in-house, and it is never visible to them; and 
also the flexibility to make the right decisions. I think those are the 
issues here, and if we have those in place, we will see more 
competitons and we will see big savings. 

Senator Brownback. Dr. lOeinman, your statement on incen- 
tives, you believe that — I believe it was you that stated that — when 
you make these savings, make sure that the entity gets to keep the 
same amount of money coming to it for a year or two, as one of 
the incentives that you would cite. They could use this for equip- 
ment upgrades or whatever other things they might feel they need? 

Mr. Kleinman. Yes, sir. It could be bonuses, like you discussed 
earlier. It is easy to say for DOD, because the big issue in DOD 
is meeting its budgets after the turn of the century. I mean, that 
is how they are looking at it, to increase modernization after the 
turn of the century. So allowing the competitors to keep some of 
the money in the first 2 years, will maximize the number of com- 
petitions and then get DOD to its end point, which is to free up 
some money after the turn of the century for the modernization 
that it needs. 

Senator Brownback. And that would be one of the key incen- 
tives that you would suggest would be useful in encouraging these? 

Mr. Kleinman. That would be one. When I talked about the 
workers, I discussed minimizing the disincentives. You can help 
them compete. 

I mentioned the buyout issue. I think that is very important. I 
believe that you can make it sufficiently attractive that people in 
activities who don’t get it are disappointed, and look at those who 
have just gone through the competition as the people who have 
done the best, so I think that would help to incentivize the workers 
to work with the system. 

Then there is another point here. Even if it only takes a year to 
complete, you want to hand over an activity that is running well 
to whoever wins. And if workers start leaving a year beforehand, 
by the time you get to selecting a winner, the actvity is already 
understaffed. Things aren’t getting done, and it really does take 
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them time to get back up. So anything that you can do to keep the 
workers there up to the transition point, would minimize that dis- 
ruption cost. 

Senator Brownback. Now, I want to say something here that I 
think doesn’t get said enough, and it is that I and every Member 
of Congress appreciates the Federal employees. It is often seen as 
some sort of adversarial system, because we are passing the budg- 
ets, trying to balance the budget, and we are trying to make cost 
savings. But I just want to say, as a former Federal employee, that 
I appreciate Federal employees and what they do. 

But what we are trying to get is an efficient operation, as effec- 
tively delivered, as we possibly can. This has created too much of 
an appearance of conflict, when all we are about is trying to have 
an efficient, effective type of system. I realize that there are people 
who respond to this and say, “I need to just dig in and fight this 
off, and soon this way, too, will pass,” and there will be new Mem- 
bers of Congress and things will change. 

But we are broke, guys. I mean, we are $5 trillion in the hole 
right now. We are still running deficits of about $67 billion, but it 
is probably really closer to $150 billion by the time you take the 
trust accounts and things like that out. We are not yet near the 
position we have to be, as we prepare for when the baby boomers 
start retiring. 

And I do want to state to all the Federal employees who are 
here, and any that might be listening — we appreciate what you are 
doing. It is just we have a problem here, of trying to be able to get 
this figured out. Mr. Davis. 

Mr. Davis. Mr. Chairman, from my experience in the civilian 
side, there were some legislative impediments that were put in the 
way after we started really rolling on this process and it was evi- 
dent that we were going through almost half the agency. 

In the 1984 continuing resolution, the House tied the reduction 
of any custodial guard, elevator maintenance, or messenger service 
to the Veterans Preference Act, which said you couldn’t contract 
out if a veteran could fill the job, which basically stopped a major 
part of our effort for a while. Eventually we got some relief in 1985 
when they allowed us to contract those positions out if they went 
to a sheltered workshop for the blind or seriously handicapped, but 
that was a strong limitation. If that is still in place, that would be 
an impediment. 

The second comment I would make is that although it is nice to 
look at the larger projects, because you perhaps get proportionately 
greater cost savings, you also are taking on proportionately greater 
risk of the procurement getting blown up, of it getting delayed so 
it truly is a 2- or 3-year effort to get it through. 

The larger the project, the more visible it is, and the more visible 
it is, the more the other forces that would rally around the flag 
against it. 

Second, the smaller projects can move much more quickly and 
build momentum in the agency, so in our agency we opted to save 
in your case on the chart, the 28 percent or the 22 percent and get 
it in quickly rather than wait and take the risk of not ever getting 
to a 30 percent or a 31 percent savings. 
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Last, you asked for some recommendations. One of the problems 
we saw in our agency was the definition of “inherently govern- 
mental.” Our general counsel inside the agency defined “inherently 
governmental” as almost everything except pushing a broom. We 
did not have that view, but once the general counsel of the agency 
defines “inherently governmental,” you are stuck. 

It would be very interesting to see what the Senate would think 
of what “inherently governmental” is. My own opinion is “inher- 
ently governmental” is the person that makes the decision, and not 
even the staff that necessarily analyzes the data. But in the gov- 
ernment, anybody that touches policy, whether it is a secretary or 
an analyst or whatever, is “inherently governmental” . . . and that 
certainly does restrict the use of contracted employees and of con- 
tracting out. 

Mr. Kleinman. I agree with Mr. Davis. In DOD, larger studies 
did take longer and were more likely to be canceled, but that again 
gets back to the problem that it is the up-front costs that deter- 
mined what we did and what we did not do, as opposed to looking 
at the ones that would really give us the biggest payback. But he 
is right. They did take a lot longer and a lot more were canceled 
of the larger ones. 

Senator Brownback. What do you think of Dr. Kleinman’s sug- 
gestion that the agency keep the amount of the savings for a year 
or two as an incentive to the system? 

Mr. Davis. Well, I come at it in two aspects. As a taxpayer, I 
hate to reward somebody for doing what they should have done in 
the past simply because they did it now. But once you cross the 
Beltway and get into government, some of the rules change, and 
in government that might be a necessary incentive. 

Senator Brownback. And you do not have any suggestions on 
what we can do to civil service managers who willingly participate 
and are blackballed along the way for further rewards or advance- 
ment? 

Mr. Davis. Well, I think you have the same problem here as you 
have with a whistle-blower in an agency. You cannot legislate 
against discrimination very well because it happens very quietly, 
discrimination for whatever reason — in this case, discrimination be- 
cause somebody went against the system in a strong way. I think 
perhaps one thing you might do is set up a bonus program out of 
some of the savings to bonus those people who are successful in the 
process. 

Senator Brownback. It seems to me then we are back to having 
the division or the agency or the entity that saves the money keep 
some of it for a period of time. And maybe you do that for a year’s 
period of time and give them wide discretion on how that money 
is spent then. 

Mr. Davis. That is true, and one of the other problems you may 
get into is the determination by personnel of what the grades will 
be in that area after you have A-76’d all this FTE out. That is a 
great disincentive. The grades should go with the responsibility of 
the dollars, not necessarily the head count or the number of people 
who are reporting to you, and that can be a problem in the person- 
nel system. 



35 


So one of the incentives maybe is to assure that the grades either 
stay the same or actually might justify an increase, but certainly 
at least stay the same for the people managing the process. 

Senator Brownback. Very good. Gentlemen, I think this has 
been very illuminating from a practical standpoint since all of you 
have participated in this process. I very much appreciate your com- 
ing forward and testifying. 

To those watching, we are going to take a recess from this hear- 
ing and reconvene at 12:30 for the final panel at that time, and you 
are certainly welcome to return. We will be in recess until 12:30. 

[Recess.] 

Senator Brownback. We will reconvene the hearing. Thank you 
very much for accommodating me on breaking the hearing into two 
parts. 

The final panel, panel 4, includes Nye Stevens, Director of Fed- 
eral Management and Workforce Issues, U.S. General Accounting 
Office, and John N. Sturdivant, the National President for the 
American Federation of Government Employees. 

Welcome, gentlemen, to the Subcomittee. You know the bill that 
we are looking at and the hearing that we are having in regard to 
it. I appreciate very much your willingness to come here and to tes- 
tify for the record and in front of the Subcomittee. 

Mr. Stevens, you are listed first on the program. We will go with 
you first. Thanks for joining us. 

TESTIMONY OF L. NYE STEVENS, i DIRECTOR, FEDERAL MAN- 
AGEMENT AND WORKFORCE ISSUES, GENERAL GOVERN- 
MENT DIVISION, U.S. GENERAL ACCOUNTING OFFICE 

Mr. Stevens. Thank you, Mr. Chairman. I would like to summa- 
rize my lengthy statement, Mr. Chairman, and have it submitted 
for the record and just hit the high points here. 

The revisions in S. 314 which have been incorporated in the bill 
since the version we testified on last year we think have substan- 
tially improved it. They relate to the use of best value as a cri- 
terion for contracting decisions, a recognition that there are occa- 
sions when private sector sources are inadequate to meet the gov- 
ernment’s needs, and that the definition of inherently govern- 
mental functions is somewhat situational or dependent on the con- 
text. 

We recently issued a report that we discussed with the Sub- 
committee on privatization experiences of five States that have had 
major initiatives in this area — Georgia, Massachusetts, Michigan, 
New York, and Virginia — as well as the city of Indianapolis, and 
from those emerge six lessons learned that were common to all of 
those and that we think might be useful to apply to the initiative 
in S. 314. 

The first thing that these governments learned was that they 
needed to have committed political leaders to push a privatization 
or contracting initiative. 

Second, there needed to be established an organizational and an- 
alytical structure to carry out and implement the initiative. 


^The prepared statement of Mr. Stevens appears on page 74. 
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Third, there were legislative changes needed, often preceded by 
resource cuts to force the agencies to engage in greater contracting. 

Fourth, they all perceived the need, certainly by the time they 
were done, to develop reliable and complete cost data on exactly 
what it cost the government to perform these functions in order to 
support informed decisions on what to contract out and also to de- 
fend those decisions to critics — and there are inevitably critics of 
the process. 

Fifth, they needed strategies to assist the workforce in making 
a transition to what is a quite different privatized environment. 

And then, finally, enhanced monitoring and oversight of the con- 
tracting process was the weakest link that most of them identified 
in the processes that they had undertaken. 

Just very briefly, I would like to compare these to the provisions 
of S. 314. There is no political champion provided for in that bill. 
There probably cannot be one in a legislative measure like that. It 
does, however, provide a tool that a dedicated political implementer 
could use to carry out a privatization program. It provides a strong- 
er foundation, but certainly not a substitute, for the political lead- 
ership that the other entities found was necessary. 

The governments that we visited all did report the need to estab- 
lish a dedicated organizational and analytical structure to carry out 
the privatization initiative, and S. 314 does that, in establishing in 
0MB a new center for commercial activities which has responsibil- 
ity for issuing regulations, implementing requirements of the legis- 
lation, ensuring compliance, and providing guidance and informa- 
tion and assistance to agencies, to private sector entities, and to 
Federal employees themselves. 

Since 0MB is given very wide latitude in these regulations — and 
this is in some contrast to last year’s version of the bill — there are 
going to be a number of issues arising in implementation that 0MB 
is going to have to make choices on: For example, whether or not 
such entities as government corporations and government-spon- 
sored enterprises, federally funded research and development cen- 
ters, even the U.S. Postal Service can be eligible for contracting 
from the Federal Government, which would require them to be de- 
fined in some way as private sector sources, which are eligible; the 
role of public buildings, there would be a substantial question in 
here of whether public buildings could still house Federal employ- 
ees or whether they would have to be transferred to the private 
sector and there would be rental and leasing agreements as the 
most common way to house Federal employees; how 0MB would in- 
corporate congressional views over sensitive conversions. 

A number of questions like this lead us to suggest that perhaps 
0MB should have a strategic plan submitted to Congress as a 
means of getting agreement from Congress that the way it is going 
about this is indeed a sensible one that the legislative branch 
would agree to. 

We also worry somewhat about OMB’s resources in the manage- 
ment area. We have issued reports that question their ability to 
carry out even the management responsibilities they have today, 
much less the substantially augmented ones that this would re- 
quire. And, of course, a strategic plan would help address that re- 
source question. 
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In our State and local work, we found that all five of the States 
and the city of Indianapolis used some combination of legislative 
changes and mandatory resource cuts as part of their privatization 
initiatives to show they were serious and to really force agencies 
to make the tough choices that as previous witnesses testified are 
often very difficult because of the inherent bureaucratic dynamics. 
The balanced budget agreement may serve that same function in 
the Federal context, but this bill does not. 

The bill does have implications, however, for a number of exist- 
ing laws. It does not actually repeal any of them, and the status 
of some existing legislation would raise questions in our mind. For 
example, the Economy Act, which we have mentioned before, and 
particularly the status of the General Services Administration, 
which was created and exists precisely to provide services to other 
Federal agencies, conflicting with the prohibition in the bill against 
agencies providing goods or services to other governmental entities. 
So I think that probably needs clarification if there is a role fore- 
seen for the General Services Administration, which, as you know, 
provides office space and consolidated purchasing and negotiates 
with airlines for government-wide air travel contracts and that sort 
of thing. 

In the governments we visited, reliable and complete cost data 
on government activities was identified as something that was ab- 
solutely essentially in assessing the overall performance of activi- 
ties that were targeted for privatization and in informing the deci- 
sions and in justifying those decisions. This is an area where the 
Federal Government is particularly weak. As others have testified 
and we testify in many other contexts, the ability of the govern- 
ment to determine what it costs to do anything is severely in ques- 
tion and will be until agencies meet — and they do not now meet — 
the Federal Accounting Standards Advisory Board standards re- 
quiring agencies to develop full measures of the costs of carrying 
out a mission or producing products and services. We do not have 
that capability now, and that would be a severe constraint on this 
bill. 

We mentioned that workforce transition strategies had been 
identified as these other identities as very important. The bill’s pre- 
amble, we note, states that it is in the public interest for the pri- 
vate sector to utilize government employees who are adversely af- 
fected by conversions, but there does not seem to be a provision for 
that in the actual legislation. There are not any new rights or 
privileges embodied in it. 

It does, however, assign to 0MB the function of providing infor- 
mation on available benefits and assistance directly to Federal em- 
ployees. We would suggest that that would be a new role for 0MB, 
such a small agency, probably one more appropriate for the Office 
of Personnel Management, which has current responsibilities and 
a good deal more experience in that area of dealing directly with 
Federal employees. 

And then, finally, Mr. Chairman, when the government’s direct 
role in the delivery of services is reduced through privatization, 
these governments identified a much greater need for aggressive 
monitoring and oversight of the contracting process. Most of the 
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governments said that this was the weakest point, the weakest link 
in their privatization processes. 

And all of our indications are that this would also be a problem 
at the Federal level. The agencies that do depend most heavily on 
contracts — and some of the newer agencies do, NASA and Depart- 
ment of Energy, for example, both over 90 percent of their dollars 
go into contracts — these are commonly identified as high-risk areas 
by the government. Certainly the practices carried out in those 
agencies should not be emulated on a government-wide basis. 

We can discuss any of these questions, Mr. Chairman, or others. 
We have done a great deal of work on the A-76 process in the past, 
and if you would like to go into matters that were discussed earlier, 
I can discuss that, too, after Mr. Sturdivant’s statement. 

Senator Brownback. We will do so. Thank you for your testi- 
mony. 

Mr. Sturdivant, thank you very much for coming in front of the 
Subcomittee. Before you start, I just wanted to say thanks to the 
Federal employees and the Federal workers for doing all that you 
do, because you guys work hard and do a lot of work. This is not 
a witch hunt to say that these guys are bad. It is a hunt to get 
to a balanced budget, and it is a hunt to start paying our debt 
down. And this is a key way we can look at the effort. So I hope 
we can work with you, and I also hope you can convey to your em- 
ployees our thanks for all the work and the effort, and that this 
coming from a former Federal employee himself. 

Thanks for joining us here today. 

TESTIMONY OF JOHN N. STURDIVANT, i NATIONAL PRESI- 
DENT, AMERICAN FEDERATION OF GOVERNMENT EMPLOY- 
EES, AFL-CIO 

Mr. Sturdivant. Thank you, Mr. Chairman. I am John 
Sturdivant, National President of the American Federation of Gov- 
ernment Employees. AFGE represents more than 600,000 Federal 
workers in some 68 agencies. Approximately one-half of our mem- 
bership is in the Department of Defense. And although this is my 
first appearance before your panel, I do look forward to working 
with you and your staff on other issues of concern to Federal and 
District of Columbia employees. 

Let me now say a few words about Senator Craig Thomas, the 
sponsor of this legislation. We may disagree about contracting out 
generally, but I would be the first to say that the Senator listens 
to constructive criticism and learns from it as well. In other words, 
we can disagree without being disagreeable. Reasonable people can. 
And although this year’s version of the Freedom from Government 
Competition is still, in our opinion, profoundly flawed legislation, 
the bill is at least an improvement over its predecessor. 

While it is safe to say that AFGE is unlikely to agree to gutting 
or replacing OMB’s Circular A-76, we would certainly approach 
with an open mind any suggestions Senator Thomas puts forward 
with the intent of making the circular even more equitable. 

Mr. Chairman, AFGE is not refiexively opposed to each and 
every instance of contracting out. In these times, such a position 


^The prepared statement of Mr. Sturdivant appears on page 90. 
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is as unrealistic as it is untenable. And because we are conscien- 
tious employees and also hard-working taxpayers, AFGE members 
are determined to see that the Federal Government’s dollars are 
spent wisely. Quite simply, Federal employees should not perform 
work that is not inherently governmental if they cannot do it more 
effectively, more efficiently, and more reliably than contractors. 

But we are also unreservedly pro-competition for work that is not 
inherently governmental, and it is competition that is good for the 
Nation’s taxpayers and the government’s customers. 

As GAO concluded in a recent report, competition is the key to 
realizing some savings, whether the function is outsourced or re- 
mains in-house. Savings from completed functions occur regardless 
of whether the government or a private company was awarded the 
work. The government won about half of the time, and private in- 
dustry won the other half. And that is why AFGE was the only 
Federal employee union to work with the administration last year 
to reform A-76. And in many instances, the reform of A-76 makes 
it easier for the government to contract out. But it also provides — 
and we think that this is a bonus for the taxpayers — that when the 
work can be done, more effectively and more efficiently in-house, 
it provides for work to come back in-house, and we did not have 
that before. 

This effort resulted in a revised supplement that, while permit- 
ting more flexibility to contract out, also ensures Federal employees 
greater involvement in the competitive process and makes contract- 
ing-out a two-way street by permitting work to return back in- 
house, as I mentioned earlier, when it is more cost-effective to do 
so. And you talk about a balanced budget. I think we all want a 
balanced budget. I want a balanced budget. So I think that the 
focus needs to be on what does it cost the government to get par- 
ticular jobs done and whether or not they can get them done more 
effectively and more efficiently. 

The fact that A-76 is now under continuous attack is implicitly 
a compliment to Federal employees and their work. Several years 
ago. Federal employees were losing 70 percent of all A-76 competi- 
tions. As you might expect, contractors had considerably fewer 
problems with the circular then. However, agencies, employees, 
and managers alike, often working through our labor-management 
partnerships, learned from their defeats, looked to the private sec- 
tor for inspiration and guidance, and started to run their oper- 
ations more like businesses. 

I guess this would give me an opportunity to talk about one of 
my pet peeves. When you start talking about contracting, when you 
start talking about contracting studies, they always talk about 
going to the most efficient organization, or the MEG. And in AFGE, 
we believe that we should be working every day, whether our jobs 
are threatened to be outsourced or not, we should be working every 
day for the most efficient organization. And that is one of the rea- 
sons why we work with the administration and we embrace this 
whole concept of reinventing government, changing government, 
and making government work better, because we are the ones who 
come in contact with the taxpayers in areas like the Social Security 
Administration and the Veterans Administration. We are the ones 
who understand the importance of good customer service for our 
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taxpayers. And as we began to see that, as we began to realize that 
the American people want better, more effective, and, as you have 
indicated, smaller government, we recognized that we needed to be 
a part of that process. 

We saw reform, we see government reform, we see changes in 
government kind of like a freight train coming down a track. A lot 
of my colleagues in the labor movement have taken the position to 
get in front of the freight train and do this [indicating with raised, 
open hand]. That is not my idea of protecting your members. 

As a result of that, we decided to get on that train and to try 
to make our way to the engine to have some say as to how fast the 
train goes, where does the train stop, and what is its destination. 
Because, you see, our union is different from a lot of other private 
sector unions. Of course, we believe that pay, benefits, and a qual- 
ity of life is important to the people that we represent. But we also 
have another role, and that is a policy role to point out to policy- 
makers like yourself the impact of their policies not only on the 
constituents that we serve as government employees, but the im- 
pact upon the taxpayers and what it would cost. And we think that 
we are doing that, and we are going to continue to do that. 

In doing so, we pulled even with the contractors, winning every 
other A-76 competition. Now, as you might expect, the contractors 
are not so happy with the circular, even though the Federal Gov- 
ernment runs up service contracting bills of approximately $120 
billion annually. So there is a lot of outsourcing going on some- 
where. 

Mr. Chairman, let me now express our concerns about S. 314. We 
believe that this bill is flawed for several reason. The first is that 
S. 314 is not needed. Last year, AFGE contractor representatives 
and officials from many Federal agencies worked with 0MB offi- 
cials to reform A-76. The resulting supplement provides Federal 
managers with unprecedented latitude and flexibility to outsource 
to the private sector. It requires agencies to annually determine 
which activities it will consider for conversion to contract, as well 
as which inherently governmental functions it will continue to per- 
form in-house. 

It mandates primary reliance on the private sector when it is 
shown to be cost-effective. It provides agencies with unprecedented 
flexibility to waive the circular’s cost-comparison requirements in a 
wide variety of situations. Moreover, the Federal Government is 
engaged in the largest privatization and outsourcing effort ever un- 
dertaken. Currently, over 40,000 positions are being examined for 
contracting, and many thousands more are being identified for out- 
right privatization. 

The rationale for this bill is flawed. Senator Thomas claims that 
work currently performed by the Federal Government could be bet- 
ter done and could be more cheaply done through outsourcing. 
Since the notion that the private sector is always better and cheap- 
er is false, legislation based on such a notion is clearly not in the 
best interest of the taxpayers. 

For example, the GAO surveyed nine studies on service contract- 
ing and concluded that in each case substantial savings would have 
been realized if the work had been retained in-house. GAO also re- 
ported that even after years and years and billions of dollars in 
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contracting out, it could not convincingly prove nor disprove that 
the result of Federal agencies’ contracting-out decisions had been 
beneficial or cost-effective. 

Mr. Chairman, as you consider S. 314, I ask you to keep several 
principles in mind. Just because a service has always been pro- 
vided by the Federal Government does not mean that Federal em- 
ployees must do that work in perpetuity. Just because contractors 
are hard-working taxpayers, as Senator Thomas often reminds us, 
does not mean that they have some entitlement to funds in the 
public purse. After all. Federal employees are also hard-working 
taxpayers. And just because agencies with managers and rank-and- 
file employees, often working together in partnership, are more 
successful competitors in the A-76 process does not necessarily 
mean that the system has suddenly become defective. And just be- 
cause contractors are not winning as many A-76 competitions now 
as they had in years past does not necessarily mean that they are 
being victimized by biased public-private competitions. 

We would also ask you to seriously consider the suggestions we 
have made in our written statement for improving the competition 
process and generating savings for taxpayers. The bottom line, Mr. 
Chairman, is that although we have our own point of view, AFGE 
is ready to work with you to address the concerns that have been 
raised at today’s hearing. 

Thank you for the opportunity to testify this morning. I will at- 
tempt to answer any of your questions, and I would request that 
my more lengthy written statement be entered into the record. 

Senator Brownback. Without objection, we will do that. 

Thank you both for testifying. 

Let me start, Mr. Stevens, with you, if I could. You have studied 
a number of States, and the city of Indianapolis has gone through 
basically some iteration of what is starting in the Federal Govern- 
ment or has been going on for some period of time. You identified 
problems and incentives, basically, to make it take place. Where it 
has happened, you generally find a governmental entity that fo- 
cuses on the area, and some political leadership that is committed 
to this taking place. There is also some pressure on the system, 
some budgetary pressure, something. All those are kind of the stick 
approach to this, if you will. There is always somebody beating on 
this. 

Is there another incentive side to it? Has anybody tried the in- 
centive that was talked about here earlier, about how you let an 
agency keep the same level of budget for a year after they have 
privatized a function? Have you studied that? 

Mr. Stevens. Yes. Certainly, I think the city of Indianapolis, 
which probably went farther along than the others on this, used 
that as a conscious strategy. The other thing they discovered was 
that the role of individual employees in their groups was extremely 
important here and that confronting them as automatic adversaries 
of the process was a mistake. Once they learned the lesson to bring 
them in, to get them to be part of the process — and to do that you 
almost have to offer them an opportunity to compete for the work — 
that, too, proved to be an incentive, a way to say, well, we can im- 
prove what we are doing. It did not become a confrontational ques- 
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tion as far as the employees were concerned. So that was yet an- 
other lesson that was learned. 

Senator Brownback. So Indianapolis tried the system of — I don’t 
know if I want to call it bonuses — allowing them to just keep the 
money for another year and wide discretion on how you spend it. 

Mr. Stevens. Yes. It was not simply just turned back to the 
treasury. It was invested in agency operations. 

Senator Brownback. How did that work? You did not mention 
it. 

Mr. Stevens. Very favorably, yes. The whole operation in Indian- 
apolis was very favorable, and still other governments are still vis- 
iting them monthly and learning lessons from their experience. 

Senator Brownback. So you would encourage that sort of ap- 
proach yourself, or do you think it is not tested enough? 

Mr. Stevens. Certainly as a matter of principle we would en- 
courage it. There should be some limitations on it. I heard a sug- 
gestion that perhaps bonuses to employees involved might be one 
way it was done, and I would be somewhat careful about that. 

Senator Brownback. That is a problem to me because we are not 
careful about that on the private side. They say, OK, you made 
more money for the company, you can keep more, because we are 
all benefiting from this. And I recognize the political realities on 
the other side of looking at that. 

Mr. Sturdivant, you had a group of 0PM employees that formed 
an ESOP and then bought their business from the government. 
You are familiar with that? 

Mr. Sturdivant. Yes, I am quite familiar with that. 

Senator Brownback. What do you think about that? What is 
your reaction to those employees doing that? 

Mr. Sturdivant. Basically, my understanding, in fact, that was 
kind of a piece out of one of our local unions. Presently those em- 
ployees I do not believe are represented. But the employees had 
some concerns about that. They had some misgivings or what have 
you when 0PM spun that off. But my understanding now is that 
basically it is working pretty well. I know that 0PM is going to 
issue some type of a follow-up report on it, and I believe that some 
of the employees are probably making more money than they were 
when they were Federal workers doing that type of work. 

So, once again, as I said earlier, all of these — we do not reflex- 
ively oppose all of these experiments, as long as the employees 
have a part of that process. I don’t know that the employees are 
as involved in some of the decision-making as we would like to see 
if we were involved, if we represented them. But I do believe that 
the employees are generally — their morale is good and I think that 
the work is done. 

What is interesting about Indianapolis, is that when the new 
mayor went in with an idea almost like Senator Thomas’ bill, that 
we have to privatize as much as we can wherever we can. But once 
he got in there and once they began meeting with the employees 
and once the employees had an opportunity to compete for their 
own jobs, they found that a lot of the work that they thought they 
wanted to privatize, they got much more efficient themselves, and 
that work did stay in-house. I think that David Osborne in his book 
“Reinventing Government” talks about some cities and States 



43 


where the work was privatized, and then it was brought back in 
as the employees decided that they wanted to bid on the work. 

It is not one-size-fits-all. Employees have to have an opportunity 
to compete for their jobs — ^we think they do — and, of course, the 
employees have to have an opportunity to bring their ideas to the 
table and to get down to the most efficient organization, which 
means getting rid of the mid-level managers and going toward 
some type of self-managed work teams which we have in the Fed- 
eral Government, and I have talked about that in my written testi- 
mony. In a lot of instances, a lot of the changes have indicated that 
the work is much more effective and much more efficient. 

I think the other piece which I think we all have a responsibil- 
ity — and certainly those of us who are elected — is to customer serv- 
ice, the quality of the service and the customer services to the tax- 
payers who are our constituents. And that has been improved. 

Senator Brownback. Hopefully competition helps do that, 
whether it is public employees competing for a public service or pri- 
vate sector employees. Competition is such a mainstay in a capital- 
ist society. I read Mr. Osborne’s book “Reinventing Government,” 
and that was one of his key points as well, that it is just that fea- 
ture of competition that hones the skill and sharpens the edge. 

Mr. Sturdivant. And that is one of the things that we do, quite 
frankly, and you will see it all through my testimony, is that we 
are not saying that Federal employees should do the work no mat- 
ter how ineffective or how inefficient they are. We are saying that 
we should have an opportunity to compete for our jobs, and as part 
of that, the reinventing government process, through the employee 
empowerment process, we want an opportunity to bring our ideas 
to the table so that we can say that what we are doing here and 
the way we are doing it there is not effective and is not efficient 
and is very costly to the taxpayers. And that is one of the reasons 
why we have increased the amount of A-76 competitions that we 
have been able to win, bringing it up to 50 percent. We spent a lot 
of time going out and training our local unions. We spent a lot of 
time — I spent a lot of time jawboning them, convincing them that 
it is more important to be at the table, to bring their ideas, to fight 
the real battles, which is what kind of government are we going to 
have, what kind of an operation are we going to have, rather than 
thinking that we are going to continue to go like we have been 
doing regardless of the cost to the taxpayers because the taxpayers 
simply are not going to tolerate it. 

Senator Brownback. They have just about had it. And while bal- 
ancing the budget is important, to me it is step one. Step two is 
starting to pay the debt down so I do not pass it on to my kids at 
the same height and nature that it is currently, or that we are get- 
ting in a position to be able to deal with the baby-boomer genera- 
tion that you gentlemen are a part of, and that is going to stop 
working here before too awful long. 

Mr. Sturdivant. Thanks for that compliment, but I am not part 
of that generation. [Laughter.] 

Senator Brownback. We will make you an honorary member, if 
that will help out. But we are just not anywhere near a position 
as a government for this massive wave of people to start retiring. 
We are nowhere close, not even with the suggestions of what we 
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are going to do on Medicare this time around or anything else. And 
then we have this mountain of debt, and we have these entitlement 
programs that are a demographic time bomb ready to go off in 15 
years. We all know it. We all see it coming. And we are kind of 
twiddling our thumbs. That is why we have really got to work with 
you a lot in trying to get some of these things in a much better 
structure and make efficiencies everywhere we can go, entitlement 
programs and all. 

I appreciate your demeanor and your nature and your testimony 
about being willing to work with us. 

Mr. Sturdivant. AFGE has published a document called “Gov- 
ernment That Works,” and I need to get a copy to you, where it 
talks about some success stories where we have really saved the 
taxpayers money, where we have provided good customer service. 
Remember, when we talk about customers in the Federal Govern- 
ment, we are talking about taxpayers, people who pay our salaries. 

I need to get that over to you to read about some of the things 
that we are doing to improve quality, to improve effectiveness, and 
to improve efficiency in the Federal Government, because we know 
that unless we connect with the American people and unless we 
convince them that we are committed to providing good, effective, 
cost-conscious government services, then we are going to continue 
to have the anti-government, anti-Federal employee rhetoric. And 
we do not want that, but we know that in order to combat that, 
we have got to connect with the American people and convince 
them that we are doing a good job. 

One of the interesting things I would like to point out to you. 
Senator, is that Dalbar Financial Services did a study and it looked 
at American Express, looked at Southwest Airlines, looked at a lot 
of other companies that do phone service, and in the efficacy and 
quickness of answering the phone, the quality of the service, and 
everything else that would go into a successful business running an 
800 number, do you know who came out No. 1? Social Security Ad- 
ministration. Federal employees. 

Senator Brownback. Good. Glad to hear that. 

Are there any changes that can be made in S. 314 that would 
improve the version enough that you and your union could support 
it, Mr. Sturdivant? 

Mr. Sturdivant. Well, off the top of my head, as I said before, 
we do not think that it is needed. But, obviously, if it is going to 
move, we would try to come forth with some recommendations to 
perfect it, and I believe those are in my written statement. I do not 
have them right off the top of my head. We would rather not see 
it, to be quite frank with you, but if it is going to be a fait accompli, 
then obviously we are going to try to come up and change it. 

One of the things is that it provides no provisions to lessen the 
impact on the workers who might be displaced. 

Senator Brownback. And that needs to be done. Any major busi- 
ness that has gone through this — and I do not know about what 
the governments have done — but any major business that has gone 
through that, has taken care of the people. At some point you say, 
look, you have been a valuable employee, but we just cannot do 
this anymore. But you do take care of the people because they have 
been a valuable employee and they have given their life trying to 
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make the place better, trying to make the government operate. And 
I think we need to do those sorts of things. 

Is that the experience that the States have had, Mr. Stevens? 

Mr. Stevens. Very much so, yes. 

Senator Brownback. The other thing I would like to see is some 
sort of incentivizing in the system, not just all sticks but some car- 
rots in that as well. I think as we learn a little bit and transition 
from the era of big government to what I think is going to be small- 
er, more focused, and I hope believe — a better government, we will 
discover that you have to do these things over a period of time. It 
is not this year — or tomorrow — that we are going to close this one 
down, or whether it is a transition over a 2- to 3-year time period 
or things like that, those are important. Was that the experience 
in some of the States, or did they go rapidly through these sorts 
of processes? 

Mr. Stevens. Most of them came in with the agenda of moving 
quite rapidly, and as Mr. Sturdivant said, in Indianapolis, it 
changed somewhat. They learned some things as they went along, 
and I think most of the others did, too. 

Senator Brownback. Is that better because of employee morale? 
Anytime you are going through these transitions, you are hurting 
your morale, generally, within the workforce. 

Mr. Stevens. That is part of it. It was certainly more rapid than 
the A-76 program has been at the Federal level. We have looked 
at some studies there that have dragged on for 6, 8, and 10 years, 
and that is an extremely disruptive situation for agencies to be in. 
These governments worked much more quickly than that, and two 
of the keys to it were having a political leader in a position to make 
it a top priority and enforce that priority, and, second, having a 
structure, a commission, an agency, or an entity whose mission it 
was solely to implement the privatization initiative. Then if the 
agency’s mission is to do that, you do not run into this bureaucratic 
question that came up earlier about individuals within the agency 
not being part of the old-boy network. If the whole agency is doing 
it, you are obviously not going to be ostracized for doing it yourself 

Senator Brownback. So it actually works better by moving rap- 
idly because you do not hurt your morale for as long a period of 
time? 

Mr. Stevens. Yes. 

Senator Brownback. I worry about that. I worry about it overall 
as we are going through this transition to a smaller, more focused, 
more limited government. If it hangs on too long, you just really 
beat down people because they do not have any certainty as to 
where things are going and where their job is, and then that just 
hurts you overall. 

Mr. Stevens. Absolutely. As soon as a study like that is an- 
nounced, the good people that have alternatives often leave right 
away. The analytical work of doing these studies is something that 
the managers themselves are often not very studied in. They do not 
do it very often. They often do it as extra duties, and it can result 
in their jobs going away. 

Senator Brownback. Thank you. Been there, done that. I have 
been through those. 
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I appreciate both of your testimony and your comments. I hope 
we can work with you closely as we move this forward. I would like 
to see it move forward. I would like to see it moving forward to- 
gether as much as possible. Mr. Sturdivant, I understand your po- 
sition on this, and you would not be representing the folks that you 
were elected to represent if you did not. But I would hope you 
would be willing to look at some of the things we tried to do with 
this to see if it makes it any better, or if it makes it worse, and 
that you be candid with us on that even though at the end of the 
day you may look differently at it. 

Mr. Sturdivant. Oh, we are going to keep an open mind. As we 
said, we talked to Senator Thomas earlier this year, and as I said, 
we still do not think that the legislation is needed, but we are pre- 
pared to try to work with you. If it is going to move, then we want 
to try to perfect it as much as possible so that it does no harm, not 
only to Federal workers but to the taxpayers and to the country. 
We think we have a responsibility there to participate in the proc- 
ess. It is easy to stand outside and complain and to throw rocks, 
but we think it takes a lot more leadership and responsibility to 
participate in the process and to try — that is how things work in 
this country — and we are prepared to do that. We will be very 
forthcoming with you on suggestions and recommendations. 

I need to get that book over to you, “Government That Works,” 
because it tells a lot of success stories about how things have gone. 
We know things are moving slow, but you have to remember that 
there are a lot of Federal workers — people were in denial because 
they thought they had jobs for life; they thought they were going 
to have pension benefits. We think that folks are beyond that now. 
We think that people are starting to focus on the fact that — I be- 
lieve that we are going to have a smaller government. I also believe 
that it is going to be a more dynamic government with the informa- 
tion age. 

Interestingly enough, one of the charges that have been made 
against our union is, of course, we want bigger government because 
that means more members. Even though government has shrunk, 
our membership has gone up. We are one of the unions in the 
AFL-CIO that is growing, and that is because we have taken a lot 
of techniques that we learned in dealing with making more effec- 
tive and more efficient government operations, and we have 
brought them home. We have applied them in our union, and our 
union is growing. 

Senator Brownback. Good. Thank you both very much for at- 
tending, and thank you all for your attendance. 

We are adjourned. 

[Whereupon, at 1:13 p.m., the Subcommittee was adjourned.] 
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APPENDIX 


STATEMENT OF SENATOR CRAIG THOMAS 
SENATE COMMITTEE ON GOVERNMENTAL AFFAIRS 
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT 
JUNE 18. 1997 

Mr. Chairman, members of the suhcommittee, thank you for the opportunity to testify before 
you today regarding the important issue of direct federal government competition with the 
private sector. As the Senate sponsor of S. 314, the “Freedom from Government Competition 
Act” I look forward to explaining why a statutory provision is needed to solve this problem. 

I also thank Congressman Duncan, the primary sponsor of this legislation in the U.S. House, 
for his hard work on this topic. 

For the past four decades, it has been the administrative policy of the federal government to 
rely upon the private sector for its commercial needs. This policy was originally issued in 
I9S5 during tte Eisenhower Administration in reaction to a bill very similar to S. 314 that 
was moving through Congress at the time. However. Congress relented when President 
Eisenhower agreed to solve the problem administratively. This policy is now found in Office 
of Maiugement and Budget (ON^) Circular A-76. Unfortunately, it is routinely ignored. 

For example, the Defense Department completed 335 comparisons in 1983 during the Reagan 
Administration. None were completed in 1994. 

Today, an estimated 1.4 million Federal employees are engaged in ''commercial" activities -- 
goods and services that can be obtained from the private sector. The net effect to the 
taxpayer is tens of billions of dollars wasted each year, .\ctivities ranging from the mundane 
to the high-tech, from laundry services to information technology are performed by 
government agencies, even when they can be obtained more cost effectively from the private 
sector at equal or higher quality. 

Studies by OMB and the General Accounting Office show that the government saves 30 
percent or more when services are procured from the private sector. Similar savings were 
found v^ien the private sector was utilized in se'erai state and local governments in the 
United States and through-out the world. 

However, under the Clinton Administration’s “reinventing” government initiatives, agencies 
not only engage in commercial activities for their own use (or so called in-sourcing), but have 
become entrepreneurial and are marketing their services to other government agencies and the 
commercial maricetplace. In many cases, they are displacing private sector firms, a number of 
which are small buknesses. In fact, the problem has become so pervasive that all three 
sessions of the White House Conference on Small Business tanked unfair competition fiom 
government and government supported entities as one of the biggest concerns to small 
entrepreneurs. 

To inject maricet competition into government monopolies in Washington, I introduced S. 314, 
the “Freedom from Government Competition Act.” This legislation would establish a 
statutory basis for determining whether a good or service for government use could be 
provided more cost effectively by the government or the private sector. It would establish a 
preference, as does the 1955 policy, for reliance on the prnate sector, but would provide four 
fundamental exceptions — inherently governmental functions, those critical to national 
security, those in which private sector practices fail to meet government needs and those 
which the government can provide at the best value to the taxpayer. An Office of 
Commercial Activities and Privatization within OMB would be created to assist both Federal 
agencies and the private sector and to carry out the bill. 
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S. 314 is based upon the premise that government should not unfairly compete with its 
citizens. Congress should question the practice of taxing private enterprise so it can maintain 
a similar, but often less efficient capability within the government. Funhermore. Congress 
should never allow that same government agency to compete in the marketplace to provide 
commercial goods and services to the private sector. Yet. instead ot focusing on its core 
missions, government agencies are more concerned with providing payroll services, computer 
support and helicopter rides. 


A government agency that competes with and duplicates activities in the private sector stifles 
economic growth by dominating certain markets, diverts needed technical personnel from 
private sector employment, thwarts efforts by L ’.S. lirms to export their services, and ert^es 
the tax base bv securing work that would otherwise be accomplished by ta.x paying entities. 

At a time of continuing Federal deficits it also siphons precious resources from higher 
priority, core governmental functions or deficit reduction efforts. 

In the 104th Congress, the Senate Got ernmental .Affairs Comminee examined the "Freedom 
from Government Competition .Act.” Based on input by several parties, including Senators 
Stevens and Glenn. 0MB. G.AO. private industry and labor unions. S. 314 is a better bill. 

For example, a "best value" comparison mechanism has been added to the legislation. Instead 
of the one-sided cost comparison that favors government production of commercial goods and 
services now found in 0MB Circular A- 76. S. 314 will allow federal employees md the 
private sector to compete on a level playing field. The comparison mechanism will take into 
account many factors, such as qualifications, past performance and a fair cost accounting 
system, to determine whether the private sector or the federal government will provide the 
“best value" to the American taxpayer. 

Another to S. 314 would provide for the "soft landing” of federal employees who may 

be displaced by outsourcing. It is important to note that most government employees are not 
adversely affected by outsourcing and privatization. Several studies have found that 90-95 
percent of displaced employees went to work for the private sector entity, transferred to other 
government jobs or retired. Employee transition has been a major facet of every successful 
privatization and outsourcing determination, both on the federal and state level. That is ^y 
S. 314 recognizes its importance and encourages the federal government to support policies 
that will facilitate employee transition. Wholesale di^lacement of govenunent workers is 
neither the intent nor the possible outcome of my legislation. Clearly, given their knowledge 
and skill base, direct dismissal of federal employees would be counterproductive to successful 
transfer of commercial functions to the private sector. 

Last year, the Senate passed an amendment that 1 offered to the Treasury/Postal 
Appropriations bill that would have prevented unfair government competition with the private 
sector. It would have made 0MB comply with the "Economy Act” and prohibited an agency 
from obtaining goods or services from another agency unless they cannot be provided as 
conveniently or cheaply through the private sector. 

Mr. Chairman, S. 314 builds on that successful effort. It will create jobs, help small 
businesses, save taxpayers’ money and bring about a federal government that works better and 
costs less. It will create a statutory provision to provide the best value commercial goods 
and services to American taxpayers. It will ensure that the federal government utilizes the 
expertise available in the competitive private sector to provide for its commercial needs. I 
look forward to working with you and others to enact this good government, common sense 
reform. 
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T^timony of Congressman John J. Duncan, Jr. 

Senate Committee on Governmental Affairs 
Subcommittee on Government Management, Restructuring, 
and the District of Columbia 
June 18, 1997. 

Mr. Chairman, 

I would like to thank you and the Members of the Committee for giving 
me the oH»i1unity to testify here today. I would also like to thank 
Senator Thomas for all his hard work on this issue. 

As you may know, in die House, I have introduced companion 
legislation to Senator Thomas’ S. 314, the Freedom From Government 
Comp^Mon Act. 

This legislation has bipartisan support with 46 cosponsors in the House 
and 13 in the Senate. 

It has been endorsed by a number of organizations including the U.S. 
Chamber of Commerce, the National Federation of Independent 
Busina, the Business Coalition for Fair Comprtition, the Contract 
Services Association and thirty other organizations. I have attached a 
list of these associations to my statement. 

In addition, the last time the White House Conference on Small Business 
m^, it listed unfair competition vdtii government agencies as one of its 
top concerns. 

I thi nk th i s legislation that I have introduced with Senator Thomas is a 
very mode^ pmptml. 

It does not require the federal government to contract everything out. 
We recognize that there are things that government does best and that 
there are functions that only government should do. 

This bill would not require agencies to contract out functions that are 
related to national security or those tilings that are related to the core 
mission of an agency. 
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It requires only that federal agencies look at those things they do which 
are commercM in nature. 

If these commercial goods and services can be obtained from the private 
sector in a more efficient and cost-effective manner, then, and only then, 
would the agency be required to contract out that work. 

Mr. Chairman, the history of government competition is a long one. It 
was described by President Bush’s Administrator of the Office of 
Procurement Policy, Dr. Allan Burman. In 1990, he testified before the 
House Post Office and Civil Service Committee. He stated that: 

"As far back as 1932, a Special Committee of the House of 
Representatives expressed concern over the extent to which the 
government engaged in activities that might be more appropriately 
performed by the private sector." 

Since the Eisenhower Administration in 1955, it has been U.S. policy 
that: 


"the Federal Government will not start or carry on any 
commercial activity to provide a service or product for its 
own use if such product or service can be procured from 
private enterprise through ordinary business channels." 

Every Administration, Republican and Democrat, for the past 40 years, 
has endorsed this policy, but unfortunately, it has never been 
implemented. 

In fact, the Congressional Budget Office estimated that 1.4 million 
federal employees are now doing commercial activities that could and 
should be done by the private sector. For this reason, I believe we need 
a legislative solution to this problem. 
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A report released by the Commission on the Roles and Missions of the 
Armed Forces, known as the "White Commission," stated that in the 
Department of Defense: 

"at least 250,000 civilian employees are performing commercial- 
type activities that do not need to be performed by government 
personnel. " 

Numerous organizations have conducted studies on contracting out and 
have found that the federal government could save a huge amount of 
money by relying on the private sector. 


In fact, just last year, the Defense Science Board found that $30 billion 
could be saved annually if the Department of Defense did more 
contracting out. 

$30 billion a year is a lot of money even in Washington terms. This is 
$30 billion that we would not have to ask the American public to send 
to Washington every year. 

Mr. Chairman, in a free-market society, businesses must compete with 
each other to provide the best possible product or service in a cost- 
efficient way. However, we only have one government, and it has no 
competition. Therefore, when it provides goods or services, it has no 
incentive to do so in a cost-effective manner. I believe the government 
should only provide those goods or services which private industry 
cannot. 

I think all of us would agree that the American public wants the federal 
government to improve the services it provides without increasing taxes. 
I also think we would agree that almost everyone would like us to 
reduce the size of the federal government. 

If this bill were enacted, I think we could do just that. In addition, I 
believe we would see small businesses continue to grow, and this would 
provide jobs to many more people. 

Mr. Chairman, I want thank you again for giving me the opportunity to 
come here today to explain why I believe it is imperative that the 
Congress pass this legislation. 
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Organizations that support the Freedom From Government Competition Act 

American Bus Association 

American Consulting Engineers Council 

American Council of Independent Laboratories 

American Electronics Association 

American Society of Travel Agents 

Association of Management Consulting Firms 

Building Services Contractors Association 

Business Coalition for Fair Competition 

Colorado Coalition for Fair Competition 

Contract Services Association 

Design Professionals Coalition 

Dredging Contractors of America 

Electronic Industries Association 

Helicopter Association International 

International Health, Racquet and Sportsclub Association 

Indiana Chamber of Commerce 

International Association of Environmental Testing Labs 

International Hearing Society 

Information Technology Association of America 

Management Association for Private Photogrammetric Surveyors 

National Association of RV Parks and Campgrounds 

National Federation of Independent Business 

National Burglar and Fire Alarm Association 

National Child Care Association 

National Community Pharmacy Association 

National Tour Association 

Professional Services Council 

Small Business Legislative Council 

Society of Travel Agents in Government 

Society of Professional Engineers 

Textile Rental Services Association 

United Motor Coach Association 

Untied States Chamber of Commerce 
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Statement of Samuel Kleinman 
Director, Infrastructure and Readiness Team 
Center for Naval Analyses 


Competition and Outsourcing:' 
Opportunities to Reduce Support Costs 


Good morning, Mr. Chairman. Thank you for inviting me to testify 
before the subcommittee. My name is Sam Kleinman and I am the 
Director of the Infrastructure and Readiness Team at the Center for 
Naval Analyses, a nonprofit Federally Funded Research and 
Development Center. I will be discussing our examination of 
competition and outsourcing. CNA has been looking at the merits of 
competition and outsomcing for six years. It is part of our overall 
effort to help the Department of the Navy and all of DoD make better 
use of their support resources. In the title of my talk, I put the word 
"competition" first. We believe that our results demonstrate, more 
than anything else, the value of competition, and this is what DoD 
has gained when it introduced its outsourcing program. The program 
is built on the premise that all providers of services, both in-house 
teams and private contractors, should be able to demonstrate that they 
provide the best value to DoD and the government. 

I will be talking about our examination of competitions governed by 
OMB circular A-76. Under this circular, in-house teams are allowed to 
submit a bid. The incumbent government team can bid below its 
current costs, and it often does. The private team must bid at least 10 
percent below the public team's cost to win the competition. There are 
many functions classified as "inherently governmental." They are not 
covered by the circular's rules, and our work did not examine them. 

Our initial work examined the U.S. Navy's competitions. Between 
1979 and 1990, the Navy competed 25,000 positions, of which 80 
percent were held by civilians and 20 percent by military. We had 
sufficient data to analyze about 800 of these public-private 


‘ The opinions are those of the author and do not necessarily represent those of the Department of 
the Navy. 
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competitions. Overall, savings were about 30 percent. In these 
competitions, the public team won half the time. There were 20- 
percent savings when the in-house team won and 40-percent savings 
when a private firm won. The in-house savings appear low because, 
when no bidder pfoduces savings, the competition is decided in favor 
of the in-house team, and those no-saving competitions are included 
in their average. 

For about thirty competitions, we went back to the bases to learn 
about the quality and subsequent costs. There were a couple of 
defaults, but in most cases, costs were contained and quality 
maintained. The reason, we believe, is that when the contract ended, 
there were sufficient competitors out there to bid away the contract. 
So, there were always competitive presstrres controlling the 
contractors. In one large competition, we were able to follow 
performance and labor productivity through two recompetitions. We 
foimd that performance remained high and that labor productivity 
continued to improve. 

When contractors win, they have to offer any new jobs to the affected 
government workers. Only 3 percent of the affected workers joined 
the contractors. Most federal workers prefer to continue employment 
with the government. However, our case studies show that when a 
contractor loses a subsequent competition, most of the workers are 
rehired by the winning firm. 

We believe that the source of the savings is competition. Both the 
public activity and private teams come in with their best offers. As I 
noted, the in-house team wins half the time. So, outsourcing only 
occurs when a private firm offers to perform the function at lower 
costs. 

Competition provides cost visibility and a choice of suppliers. In 
many cases, for the first time, in-house teams constructed the full cost 
of doing work internally and developed performance work statements 
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of what they were reqtiired to do. The government could then 
compare alternative sources for accomplishing the required work. 

When private sector teams win, they appear to reduce costs by using 
fewer people, not by paying less per person. We believe that they do 
this by moving people from one job to another; by giving employees a 
greater range of skills; and by using more temporary workers, part- 
timers, overtime, and workers from other sites to meet peak workload 
demands. 

There is a cost to competing and monitoring contracts. We estimated 
that the one-time cost to compete is 10 percent of the annual value of 
the contract The cost to monitor these contracts is 3 to 10 percent of 
the contract cost The savings I reported are net of the monitoring 
costs. 

After examining the Navy's experience, we extended our analysis to 
all of Doll's conqjetitions. My first chart sununarizes the results. We 
looked at over 2,100 competitions, covering 80,000 positions. We 
found that there were savings throughout the Defense Department. 
Again, the savings were approximately 30 percent, and half tiie 
conqjetitions were won by the in-house teams. We estimated an 
annual savings of $1.5 billion from these competitions. 

We noticed tiiat some competitions produced a great deal of savings 
and others produced no savings. My second chart shows the 
distribution. Twenty-two percent of the competitions led to no 
savings; on the other hand, 16 percent produced over 50-percent 
savings. We saw that competitions for small activities were the most 
likely to produce no savings. In fact, close to 70 percent of the 
coiiq)etitions with no savings were competing ten or fewer positions. 
This is consistent with oiur observation that savings come from using 
fewer people. It is difficult to restructure assignments for narrowly 
defined activities. This is an important point when considering how 
many activities to put together in one competition. 
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As I mentioned, smaller competitions provided less savings. Yet, 
many of tiie competitions are for small activities. My third chart 
shows that 40 percent of the competed activities had ten or fewer 
people. They produced only 5 percent of the total savings. Savings 
were greatest for the largest competitions. The effect of size is less 
clear in the middle categories. 

There are many challenges to successful competitions and 
outsourcing. As I noted before, the average cost to compete is 10 
percent of the annual contract value. These costs are usually 
recovered qmckly, within foirr months, but they can discoiuage 
regional offices that have to pay for the competitions out of their 
current budgets. 

It can take a long time to complete a competition. The average is two 
years. A recent I^d report noted that while 5 percent were completed 
in six months, aimther 5 percent took over five years. The lengthy 
competitions can be disruptive and costly. Workers, fearing that the 
work will go outside, start to look for other jobs, and no matter who 
wins the competition, it takes time to recover from the disruption. 

Many competitions were canceled before bids were requested. Forty 
percent of those started were never completed. Our analysis suggests 
that those canceled were as likely to produce savings as those 
completed. 

Departments and agencies can take steps to meet these challenges. 

First each department and agency should set up a competition and 
outsourcing office to serve as a central source of information and 
support. This office would promote and arrange training, help 
structure and review performance work statements, provide templates 
for contracts, and send teams out to help local and regional offices set 
up competitions. We need to cut the cost and length of competitions, 
cmd individual facilities and regions cannot be asked to do it alone. 
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Second, the incentives at local and regional offices shotild be 
improved. Competitions are costly and disruptive to them, and 
headquarters often cuts budgets by the amount of the savings, leaving 
the local and regional offices no better off for their effort. We believe 
that local and regional offices should keep the savings for a couple of 
years. They could use the money on workplace improvements that 
didn't make it into their original budgets. 

Third, the workers participating in a competition should be kept 
informed and supported throughout the process. They should know 
what is being competed, the schedule, and the rules governing the 
competition. They should be helped in reoiganizing and preparing 
their bid. Their olgective should be to win, and we want them to take 
on the challenge of outside competitors. If they lose, they should be 
offered generous buyouts and help in finding new positions. 

Fourth, agencies and departments should look for opportunities to 
consolidate several activities into one contract The small competitions 
are not producing the savings seen in the other competitions. One 
facility could consolidate different functions into one competition, or 
several facilities could merge a common function into a competition. 

Finally, agencies and departments should use a selection process that 
allows them to pick ffie best value and i»t necessarily a sealed-bid 
low-cost alternative. They are allowed to weigh past performance, 
management, and financial solvency of the bidders. In the past, the 
Department of Defense sometimes felt obligated to select low-cost 
bidders that they suspected could not perform. 

In summary, competitions produce the best efforts in all participants 
and tile best value for our ageiKties and departments. The end result 
would include more outsourcing, but more importantly, it wiU lead to 
more efficient government. 
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mi DoD A-76 Competitions, 1978 to 1992 


Service/ Agency 

Completed Baseline 
Competitlom civilians 

Baseline 

military 

Annual 

savings 

(FY96 Sm) 

Percentage 

savings 

DoD Agencies 

54 

),5b6 

5 

17 

22% 

Army 

466 

21,530 

3,728 

443 

28% 

Air Force 

760 

18,147 

8,633 

571 

36% 

Marine Corps 

44 

1,291 

157 

25 

31% 

Navv 

807 

20.793 

4.821 

413 

30‘i'o 




17.344 

1,470 

31% 


CNAi 


— Distribution of DoD A-76 
Competition Savings 



None 0 to 25 to Over 

25% 50% 50% 

Percent Savings 


C>iAl 
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DoD A-76 Competition Savings 
by Size of Activity 


Number of 
positions 

Competitions 

Percent savings 

1 to 10 

857 

22% 

11 to 30 

728 

28% 

31 to 50 

212 

31% 

51 to 75 

115 

27% 

76 to 100 

67 

32% 

101 to 200 

88 

29% 

over 201 

71 

35% 

Total 

2,138 

31% 
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STATEMENl OF CAPTAIN BURTON STREICHER, CEC, USN 
DIRECTOR, NAVY OUTSOURCING SUPPORT OFFICE 

Mr. Chairman and distinguished members of the Committee, I am Captain Burton 
Streicher, Civil Enghieer Corps, United States Navy, Director of the Navy Outsourcing 
Support Office. I am pleased to appear before you today to discuss my experience with 
conducting 0MB Circular A-76 competition studies within the Navy. 

In my present position, I am responsible for assisting Navy and Marine Corps 
field activities in conducting the A-76 competition process by streamlining the A-76 
process to a standardized notional 12 months, collecting and developing generic 
performance work statements, standard acquisition and source selection templates, new 
key process enablers, providing access to nationally based study support consultants, 
ensuring lessons learned are quickly shared, and providing single storefront point of 
service for local installation commanders. 

In 1984, 1 was the functional head of two different successfully completed A-76 
competitions for Public Works Services, and Transportation Operations and Maintenance 
at the then Naval Air Development Center, Warminster, PA. Both studies were started in 
May 1982 and in progress before I reported in July 1982. We studied about 78 full time 
equivalents, or positions, in both studies. The most efficient organization took about four 
months to develop for both studies. The invitation for bids was released in May 1983 for 
public works services and the transportation study was released later that fall. I spent 
almost my entire tour of three years to bring both to completion, as the public works 
services competition resulted in a lengthy 7 month appeal process. Both studies were 
retained in-house and continued to be retained until the facility was closed under the 
BRAC process. 

I would like to share with you the lessons I learned from these experiences. First, 
there were numerous barriers which made it difficult to conduct the studies. 


Not to be released 
until June 18, 1997 
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The study units were sub-optimized and conducted at different times which 
resulted in several studies going on at the same time but in different stages. This resulted 
in fragmentation of our management effort and required a significant amount of 
additional coordination. 

In accordance with the guidance at the time we conducted the process in a serial 
manner by fmishing one step before commencing the next. If the product was not 
acceptable to the next portion of the process, it had to go back to the begitming of the 
previous step with a commensurate loss of time and effort. For example, when 1 first read 
the Public Works study performance work statement, it was not in a contractable format. 

I had to appoint three people full time for two months just to convert the different 
sections of the performance work statement to a format acceptable to the contracting 
officer. 

The prescriptive statements of work and the data gathering efforts to develop them 
were exceptionally labor intensive and I found it almost impossible to cover all aspects of 
service performance. The resulting “how to do the work” performance work statements 
were huge in size and left many opportunities for misunderstanding the requirements. I 
awarded a small consulting contract to provide an independent review of our final 
performance work statements just to determine where we may have left holes in the 
requirements. The consultant found several, one of which hinged on the definition of a 
word used to describe the intermittent operation of the heating boiler plant. If not 
corrected, this word interpretation could have resulted in a contract change order of 
several hundred thousands of dollars if the final outcome had been awarded to an outside 
firm. 


1 also found that there was very little process technical experience located within 
the activity or region. There was no user fnendly guide that could walk a functional 
manager through the process and explain the choices available to the Commanding 
Officer. Everything was being done for the first time with great uncertainty whether is 

Not to be released 
until June 18, 1997 
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was done correctly or not. In addition, there was no formal “lessons learned” sharing 
mechanism to find out what was happening at odier activities. 

The invitation for bids (IFB) method of acquisition, which is a cost only 
comparison, resulted in a decision for the bidder who interpreted the specifications to the 
minimum amount. This was whether they could actually do the work or not. This was 
commonly known at that time as an “unlevel playing field”. It resulted in an initial 
decision on the Public Works study to an outside provider who bid almost exactly half the 
independent government estimate, the government bid, and the other four industry 
bidders. The union appealed this initial decision and after more than half a year and 
numerous discussions between the Small Business Administration, as it was a small 
business set aside solicitation, the contractor, and the contracting officer, the contractor 
withdrew his bid. 

Despite the above barriers and the difficulties I experienced, the process worked 
and my activity was able to perform the same amount of service at a much reduced cost. 
Competition vice the end nature of the service provider was the key to about a 20% 
savings for my command. 

Since my experiences of over 13 years ago were not unique, to overcome these 
obstacles the Navy has reengineered and streamlined the process to become a better 
management tool for activities to use. Namely, better upfront planning and coordination 
using acquisition plans and “integrated process teams” of all parties involved give the 
local Commander greater control of the whole process. We have shifted to identifying 
minimum service required to support the mission and to defining in performance outcome 
terms thereby allowing the service provider to determine how best to provide the service. 
We are holding industry forums to learn best business practices and adjust performance 
work statements to allow better participation by industry and government providers. We 
have also developed a way to compress the A>76 process to 12 months between 
announcement and decision through parallel verses serial operations, process enablers and 

Not to be released 
until June 18, 1997 
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templates, and an extensive support effort which includes enhanced training 
opportunities, regional facilitators, electronic connectivity for lessons learned, and outside 
consultants for specialized expert assistance. Finally, we have shifted to a best value 
request for proposal vice the lowest bidder invitation for bids acquisition process in order 
to balance the outcomes of the best contractor proposal and the government proposal 
prior to cost comparison. This new change corrects the greatest previous complaint of an 
unlevel playing field for the competition. 

These initiatives along with other aids which have been developed by the Navy 
such as, a 1-800 outsourcing assistance number, an outsourcing homepage on the internet, 
a commander’s handbook for successful competition, and electronically linked regional 
outsourcing support coordinators, will go a long way in making the A-76 competition 
process a better management tool for the Navy. These reforms, in addition to the Navy 
Commander’s and Resource Sponsor’s tool kit, are available to help reduce the cost of 
the Navy’s infrastructure. 

In conclusion, I hope that sharing my experiences will assist the Committee with 
its future deliberations. 


Not to be released 
until June IS, 1997 
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TESTIMONY OF CHASlfS STROVT DAVIS m 
ON SJ14, **THE FREEDOM FROM GOVERNMUIT COMFEimON ACT" 

Jttoc IS, 1997 

Mr. Chiiniiaii, Memben of the Committee, thank you fix' the invitation and oppottmiity to 
discuss the *Tl>e FreeAsm fiom Government Competition Act* (S. 3 14) and qtedfilcally in 
reftnnce to my ctqwriences and obsetvatums on benefits and oppoitunities fix conqietitive 

contficring in the finleral govanment. 

Ihtradaction: 

Asallttfyou, I am wdl aware ofthe need to constantly improve the efficient use of the 
mcreasinsly limited govenunenl resources with which the Executive Branch must petfixm its 
pragtams end services. I am also aware of the getenl puUic petcqtfion that govenunent 
petfinmt maiqr of these activities poorly, both in terms of the level of service provided and in 
tennsof their cost-efibctiveness. To me, it would seem that legislation aimed to hdpinyrove this 
reefity and perception must have two olqectivet; 

- first, to create the structure and process that will enable and motivate more 
efficient (xaetices widnn the Executive Branch; and 

second, to improve the public percqrtioo of the effectiveness in how gove m ment 
resources are expended. 

By using die procuremem process, govenunent prcgects and programs will have to fees die fight 
of private sector Gonipclitian which, by this very process itsai^ will create and motivate both 
haptovad service dalivety and affidency. In this manner, the government will: 

1. Be motivated to organize itselfin a more ttreemlined structure, afiminatiiig 
u nn eed e d levels of bureaucracy and overhead; 

2. Be open to innovative methods and newer technologies that improve efficiency; 

3. Be aUe to be measured on a 'retuksbasis’’ both for cost-effectiveness and fix 
dient satisfection; and 

4. Bnprovspublie perception as it becomes knoeni that govenunent is meetav the 
same con^etitive pressures u must private sectrx companies. 

I am vary fomiliar with the contribution that enlightened prodiremem policies and practices can 
have in hnproviiig cost-effectiveness ^ an organization, both in the private sector and in the 
federal government. 1 have personally teen them work in both. 
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Bafiwed i iwi t si n gthewcirf'tiiieieprecessettodii nMti ail ly iiiyrovietliedeliveiyudcoa- 
cfiectivcness of fervicet within government lad, vecifically, witUn the Genenl Services 
Ai inun isi i etion in windi I served from 1981 to 198S, I believe it is beneficial to underscore the 
trcmeodous intact siinilar practices have had in making US industry more productive and eost- 
coea p etit i ve. 

Private Sector Use of *K)at-Soarcing'* for Improving ddiveiy and Cost-EITectivcness: 

OmqMnies in the private sector have increasing^ used “out-sourcing’' as a major dement in their 
efibrts to inqiiove productivity to meet the challenges of the global econon^. “Outsourcing” 
studies in the private sector are the counterpart of the governmental actions of “A-76* (named 
after OMB Circular A-76). This private sector practice of “outsourcing” illustrstes the potential 
benefits to be gained through introducing inereiued competition into any activity that is presently 
performed internally. I witnessed these benefits first-hand in die automotive industry, where 1 
served as a consultant and finanriai executive for over 14 years. 


In the automotive industry, the emphasis on outsourciiig r^resents a major change in established 
t hink i ng From the 1900's through the mid-1970's, the m^or US automotive assemblers (General 
Motors, Ford, and Chrysler) all bdieved that it was more efiecdve and efficient to “own” and 
“operate” the component parts plants in the automotive inanuiacturing process, as well as 
esse mhle and diatribitte the final product. It was thought that this would be more eScieiit 
because: (a) the profit to independent “parts suppliers” would be dimiMiteil ^ (b) conmninication 
would be more atrea m li n c d , (c ) synergisms would result fiom closer woticing rdafionshipa, (d) 
theoost of capital would be lower, and (e) in-house management was more knoudedgeable ab^ 
file producta and customers. 

Foflowmgdns thinkmg. General Motors emphstiTwi “horizontal integrition” gradual^ 
Inaourcin^ most ofits component paits manufteturing In the 1930't, most conqioiient puts 
wue produced by indqiendem companies — transmissions, radios, just to mum a ftw. By 

the late 19S(7f, General Motors owned and operated "parts divisions” that made mou of tbescL 

Ford, on file other hand, fidlowed a path of “vertical imitation”, insouicii^ aD the mgor basic 
tJMMitti tenured for vriucle nunufiicture; such as, ore mines, shippmg, vast fixests Ofiir wooden 
wfiameaX stadmiOs, and glass plants. In the 19^ Hstaitedtofi>DowGM’sexan^and 
‘insourceif’ many co mpon e nt puts also until finally, foi anti-trust purposes, it had to qiin off its 
latest acquisition, the spade ph^ ffivision, “Autofite”. 

However, with the advent of ccnnpeiition fiom Japanese ear manufiMuters, these monofiftiic 
cospontionahadtofoceanewreafily. The supposed efficiencies of “integration” were udwr 
ilhiaonaiy or had been ovucome by creeping bureauctaty. In a review of Gonqtoneni costing, the 
automotive compunea found thu nuttidg tnppBiw ww» «H> lymm jmtt* «t «iilwrMiri«l ««iiing« 

over the aama parts produced interoaUy - ranges of 1 5% to 3S% savings were common. By the 
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nid-to-tee 1980^ a majw movement bagan to “out-source” componcm parts and ihed the bue 
resources. Ford no longer owns steel miUs or ^aasidants. has already “out-souice(f’ or 
“vun off* many of its prior parts engmeering and manu&ctuting flmctions. These activities ate 
Gominuingtod^. ^ 

Out-<ourcii% is beiiig done primarily for four reasons: 

the ■Mlieroraaiiizalion typically has a lower fixed cost structure. This is a 
fiincrioaof less bureaucracy in support staffi and unnecessary overhead that has 
been aortuited over the years. 

the sumiKer oiysnmtimi i« giriAer tn s«lont “new wavs of doing huriiMMs' «.«l wy 

OfiBLttdnoifitifiS H**^^**^ it lias t •iwiw sad quidcer of «««««•«<< aiMi 

lower levd executives are given more authority. 

t he iup plicr OrgaiiatitHI it ’motivated thmu^ competition* to conrimisllv 
opiiiniic its cost-cfikiency, tedudng costs or improving inoductivity. 

theendiiserisnotwedtathetedmftloyvortliefiirpHcnstsofthesmmlier-ss 
these are out-moded, a new supidier win win this next ctmtractmg round. 

I state the leasons that “out-sourcing* works in private companies because too often the diatge is 
made m both ftie private and pubfie sector diat only reason “out-sourced* costs ate lower is 

baeim wnge rates are lower. At times, lower wage rates can be a mqor cmmfouling foctor, but 
it is not the only foctor and, many timet in uniorueed situations, it is not a fiKtor at alL Also, the 
bansftts of dm application of “new w^ of doir^ businets* and the spee^ adoption rfnew 
tachnologiet not oidy reduces costs, but results in itiqxoved products and service. 

OampatMon Within the Government Functiens — GSA as an Esampic: 

In 19tl, I left foe {nivaie sector and was piivilqed to qiend foe next fiive years as a senior 
eaew^m the United States Oaneial Services Ad mi n i s tra t io n (GS^: first, tt Associate 
Administtator fitr Foliqr ft Managemem Systems and, foo, as Associate Administiator fiir 
O p a r a t ient Ifijund in many areas of activity the GSA was much less efficient than its private 
sector ooumaipaits. For ammple: 

hi providing service, it took foe Public Bufidings Service over 14 months on Bvaiaga to 
n e gntiate leases fiy new ^aee(ftom the toe foe request was received to foe time foe 
lease wu signed) -foe private sector average was about 60 rtays. In the Federal Supply 
Sardee, it took 29 days to process an order fitr soppBes — compared with 24 to 72 hours 
in foe private sector. 
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Costs were equally out-of-line. Costs for constructing new government-owned buildings 
were typically at least 130% higher than comparable privately-owned buildings. Studies of 
custodial, security and maintenance services should similar disparities. 

- In the contracting process itself computer procurements could take 3 to 5 years from the 
time specifications were developed to the time a contract was awarded. In effect, we were 
procuring as new, systems that were at least a generation out-of date — the costs were 
low, but so was the comparative productivity of the system. This particular problem was 
documented in a 1984-85 study by the Computer Procurement and Information 
Technology Panel of the National Academy of Sciences, on which I served. 

In GSA. one of the m^or tools for addressing certain of these problems was the process termed 
"A-76" which was a process that allowed us to "competitively bid" frmctions presently performed 
within the government. In this process, the government was compelled to study its fiincbons and, 
then, “bid” against private sector companies to see if the function would “stay in house” or “be 
contracted out”. 

A GAO Study which reviewed the activities undertaken during this time period showed that 73% 
of the activities studied were contracted out, but 24% stayed “in-house" and 3% were termmated 
completely. When contracted out to the private sector, the average savings was 3.9%, compared 
with the prior year’s level of expenditure when performed by governmental managers and 
employees. (Extent of Contracting Out for Real Property Management Services in the GSA, May 
1994 - GAO/GGD-94-126BR). 

A common criticism of the A-76 process is that is it allows private sector companies to “cream 
sldm”, only bidding on those activities it is sure it can win and be profitable, leaving the lugher 
cost acdvities in the government. The GSA experience with A-76 belies this ~ even in those the 
A-76 functions where the the government bid won the bid showed meaningful cost reductions. 

The process allowed the government to “bid” a reorganized and thrifred function and, in the main, 
the government managers were motivated to “win” the bid. As a result, 10% of all A-76 cost 
savings came from the government itself, stream-lining its management structure and proposing 
cost ^ciencies that somehow had escaped the annual budget reviews. (Ibid) 

Duriqg the period from 1981 through 1985, through various programs and methods. GSA. 
rwHirtwi b^aHmiint by over 9 OOP FTF. or hv 25%. while continuing to perform all it’s fimctions in 
an inqiroved maimer. The A-76 process was a major contributor to this achievement. During this 
time, the agency conducted over 500 A-76 reviews, covering over 45 % of the agency’s 35,800 
employees. Through the A-76 process, the agency red uced over 3.000 FTE with savmes of over 
S120 million per year . According to a GAO study of the 1 1 year period 1981-1992, over half of 
all savings from A-76 occurred during the first four years. 
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Wliy were the fiitt four yean so successful in reducing costs? Why did the A-7fi program 
show a marked drop-off in success and cost savings after that period? 

A popular answer is that “the easy functions were studied first, therefore, naturally the savings . 
rate vrould decrease.” That may be the popular ansvt«r, but it is the wrong answer! 

The true answer is that the 1984 Continuing Resolution passed in the House of Representative 
(and was adopted by the Conference Conunittee) contained certain language that tied the A'76 
program at GSA into the Veteran’s Preference Act for certain job classifications. This meant that 
GSA was now prohibited from contracting out any guard, custodial, messenger or elevator 
operator positions. Since the vast majority of A-76 studies centered around buildings operations 
and maintenance in the Public Buildings Service, GSA was effectively stopped firom continuing 
much of its A-76 program. 

A slight window opened when a subsequent continuing resolution (198S) allowed GSA to use the 
A-76 process for these positions, if the private sector employer w as a workshop ft>r the Mind or 
severely handicapp ed Of course, the limitations of these events to the program are sdf«videnL 
Also, in tUs time period, Administrator Carmen IHl the agency to become Ambassador to the 
United Nations (Geneva) and the top-down support to keep the process moving rapidly fisrward 
within the agency was missing. 

Why was the GSA effort from 1981-198S so effective in obtaining the desired efliciendes? 

I believe are efifectiveness was a result of the following factors: 

1. Our efforts had the strong and visible support of the top management of the agerKy. 

In GSA. the Administrator (Ambassador Gerald P. Carman) was firmly committed to 
inqrroving the agency’s efficiency and customer service. This was shown not just by 
rhetoric, but with very concrete actions. The A-76 review program was plac^ as a staff 
oflSce under the Associate Administrator of Operations, who was the direct line supervisor 
of all GSA operating managers Onitially, this was Mr. Steven Hammer firom 1981-1983 
and myself from 1983-198S). Tto placement was very important, since it gave visibility 
and access to the A-76 staff. Additionally, the staff was strategically housed on the same 
floor as the Administrator (a bureaucratic signal of importance). 

To assure that this process was implemented, each subordinate line manager tfarou^ioiit 
the entire agency had the timely irnple mintstinn of A-76 included as a “crtlical demeagjn 
hi« tvr her performance rewew (critical elements are those which, if not peiiofmed 
adequately, can lead to demotion or dismissal). 
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2. Individuals in the A-76 program had to be willing to risk their careers. , 

GSA’s A-76 staff ofBee was led by and staffed with individuals who were not afraid to 
“take on" senior executives who were allosving A-76 reviews to drag out or fiinctions to 
be incorrectly defined as “inherently governmental” and ther^ty be exempted from the 
process. President Reagan used to give his appointees a card to place on their desks that 
said: “To do your job, you must be willing to lose it!”. Almost every A-76 action OSA 
took met with both negative media articles and Congressional pressure on behalf of 
government employees who were fearful of losing their jobs. 

For career government employees, the task of running the A-76 program, if they were to 
do it correctly, placed them in opposition to higher level career executives who were, in 
the main, strongly opposed to “contracting out”, To oppose these individuals meant 
jeopardizing potential career paths and future promotions. 

A corollary to this problem is the fiwt that the negative career impact of such a program 
was well known to the brighter and goal oriented up and coming managers. Therefore, 
they avoid assignments to these areas, regardless of potential visibility or the &ct that it 
may involve an initial promotion. The asagnments are apt to go either to less able 
managers or those who will try to just “get along”. At GSA we were fortunate that our 
A-76 program had a number of very courageous and dedicated employees working in it. 

One concrete example will point this out. The Program Director for A-76, a GS-15 who 
headed the staff from 1981-1986 and was directly responsible for its success, was never 
promoted into the Senior Executive Service (SES) through the remainder of her 
govetiunem career, even though she was the recipient of many "Outstanding’ performance 
reviews and performance awards for her achievements during the p«iod 1981-1986. This 
was the career civil servant who was instrumental in leading a program that achieved S120 
million of cost savings and was accomplished with a speed not matched in any other 
civilian agency. 

3. Streamline the Process 

At GSA, the.time line that was origiiialfy proposed to review each area, define fiinctions, 
study each function and, then, process a competitively procurement took many months, if 
not years. Since historically the average tenure of the poliiical le a der s h i p in OSA averaged 
22 the GSA program was designed so it could be imp l e m e nt ed and conqdeted 

befiirethe present political leadership became vacant through attrition. This was 
. acconqilished in two ways. 

First of all, the GSA A-76 « .aandardizrd TTview nackaae that had to be 

used in all areas. This prevented each area from pending time developing their own 
review criteria and allowed standard reporting and oversight Secon d l y , the OSA A-76 
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instructions in«sted that the review areas be defined into the smallest units possiUe. Many 
of the career line executives wanted to create a large, cumbersome coiriMnation ci areas 
or fimctions. At GSA, that was not allowed if a function could be sub-divided casih'. 

4. Breaking the Initial Effort Into "ChewabU Bites " 

By defining the process into small areas, GSA created “chewable bites” nbich had the 
following benefits: 

A. Each specific review and study could be conducted and com|deted within a matter 
3 months, compared with the complexity of larger units wfai^ could have taken 
years. 

B. Ifthe procurement had not been divided into sinall units, it would have been overiy 
complex ~ leading to fewer private sector bidders. Imagine trying to find a number 
of bidders that had ofiBcei in a series of areas or dries - this alone would restiia 
bidders to only the larger corporations. 

C. A larger procurement would have required re-creating an internal bureaucracy 
within the contracting firm to manage the contract, therefore addng uanecessary 
levels of bureaucracy. 

D. A larger, more cortgrlexprocuremem would have increased the potential for errors 
in the process and tte potential for contracting appeals. 

E. The small procurement was less visible. Therefore, the natural oppoatk» that 
arose to "derair the effi» was less. Many of the A-76 tevietn involved ooljr two 
or three FTE — the mqority involved less than lOFTE. 

As the learning curve and successes built in these smaller procuremmits and the 
momentum was established, GSA bqan to take on those larger A-76e£fotts that could 
not be easily sub-divided. 

5. Use Private Sector Performance Standards Whenever Possible 

A good exangtle of this is the Franconia Wardiotise A-76 ptocurement Pfiar to darting 
the A-76 procesSk the average dme throu^ the GSA wardiouse system (IS warehouses 
natkmwide) to process an order fiom die time of reedpt to the time td' stapacBt was 29 
di^ The private sector operated on a 24-72 hour turnarooiid. Kepeatedaliampta to study 
how to improve this prooess resulted in the government managers willing to aocapt a 16 
day turnaround as a petfiMmance criteiia — S tiines as long as the longest piivate sector 

standard. 
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The Administrator (Ambassador Gerald Carmen), after reviewing private sector 
warehouwg operations and providing ample time for GSA management to plead their 
case, set the performance criteria of 6 days - twice as long as foe longeat private sector 

standard, but 60% less than the career management stated was possible. One career 

nranagff resigned in protest and others were re-assigned, NinAy days later and under new 
management, foe Franconia warehouse achieved the target of six days. 


At this point, the A-76 process began with the 6 day target as tts peifonnanee criteria. The 
successfol bidder’s cost was 38% under foe government’s proposed-budget to continue to 
operate the focility — while meeting the performance criteria. 

Had foe private sector performance criteria not been sriected, the cost savings would have 
been achieved, but the service delivery of the fonction would have been at 16 d^rs or 
greater. 

This example also serves to underscore the earlier point regarding strong and visible 
siqipott of top management. The Franconia debate was so strong fclt that foe 
Adnuiustrator had literally to change management. The A dmiin strators willingness to take 
this action in support of the “competitive contracting” process signaled tiie whole agency 
that this was a serious program. After this, the efforts in all areas of the agen^ received 
much more whole-hearted and smious consideration in a constructive and positive manner. 
For example, the Stockton (CA) warehouse completed their A-76 procen foe ncstt year 
later remaining in-house, but rU a 30% phis cost reduction. -AdditiMially, in this and fiiture 
procurement, there was an increase in the interest of .private sector bidders who could see 
viribly that foe GSA was serious regarding these efforts. 

6. Get the CaretrManagtmtM To “Buy Into (he Process'": 

Another card given by President Reagan to be placed on each ^ipointees desk stated. 
“You can accomplish much, if you do not care ufoo gets the ctei^” This wm mw of tiie 

keys used at GSA to assure that government career executives were bou^ Into the A-76 

process. Uring Franconia again as an exam^e,tiic career manager reyo n si M e fa 
obtainiiig the reduction in tum-around time and completing the Ar76 process received a 
Piesideittial award and maxunumbonus. He received ail the credit in GSA pceaa telcaaea 
reganfing the savings and improvements - the polkical qipointees took a back seaL 

Of course, this cannot just be window dressing. Career management must befavolved a^ 
Hstened to during foe whole process... to a large degree, ft must be their program. ^ SK 

day target at Franconia was agreed to and adopted by the new management in foe FedOT 
Supply Service •• ft had to be or ft would not have been achieved. Likwwisq even theu^ 

the private sector won die Francoitia procurement, the on-going activity could haw been 
—hnyp iii by career-manners had they not bought into rite program, ^hawhigtim cra w 
go totham(pfopat l y)tthey saw their caieers improve ami tiieir image enh s iMied with niair 
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peen. Their acceptance of the program was assured. 

In a reverse but corollary practice^ aH m^or program initiatives were alwaya H»pn»ved in 

writing by career managers. Ahhougb the pcditical appcniiteea, many timea, bad authority 
to sign the approvals, it was felt dwt die career employees would not sign themarivcs 
unless they were comdnced that it could and would be acconqilished. The paper trail of 
signatures is what is inqioRant iriiea smneihing goes wrong — in G5A, the A-76 process 
attempt to assure the career executives were integral to the paper trail. This would assure 
the program both was wdl-fininded and that it would condnue to be wdl-managed after 
the political managers had left the agency. 

7. l^tw Roadblocks A Banltrs as Oi^oMwdtits: 

Early in the process, career managers would fiicus the discussions on all of dw harriers 
and inqiedimeots to be &ccd in the K-lb ptootas. This fiicus, followed, would lead to 
inonfinaie ddqrs and inaction. At GSA, we reversed dns. We fticused on die oppottuniQr 
that was presented to career management had to find ways around die batiiats. The 
watdiwetd hecarae “don't teO us what you can't do, tdl us what you are going to do.” 

A good example was the shutdown (ri'A>76 in custodial posidons caused by die 1984 
Conthanns Resdution. Radierdumjustaccqitingtbis,^ageaqrft>unda«nqrwidnna 
yeer to use “shehcrad worlcshops” to contnue the process and over 1,000 cuAmSal 
positions were evenmaOy eormacted out dnou^ this secondary method. 

Other Competitive Coatractiag Examplet: 

GSA'rdso undertook iioii*A-76 p r o g r ams that dd not involve direedy caiplayinent reducti oni, but 
were ftmetionai poBcy changes in the method of provisioa certain services, as fiiDows; 

1. ZivMlScriiiees A BarsarsiPHty Cash Functions; 

Prior to 1981, die deketing for airfrie travel, isaiaiig of travehrsdiackB and patty carii 
was totally perfixmed hy goverament employees in govemmant oIBm apacn. By 198S, 
most nugor departments and agencies ht W ash i ng to n DC had piwatnddtatega nr i ts 
located widan tbek buildingt, wladi iswed dcfcels and trawriast checks. 

TheptOGURmeiit uvolved no cost to the goveiiimeat, smoe te piivrte tiavd agenqr 
ftmded itsdf on the oamnasriaas it reemved fiom the akfinei, boteb and rso^ car 
aganeies. AldMughdiegovctiimantceattfeiitadiheoiBceapaceiequirad,thiswBsatnde- 
oifwfth the office space previously used by g ove nu Bc n t empl o y ee a . Tcawal coma to^ ^ 

g ov enmw n t tr av e l ers staled at the lower negotiated government tates. The ccuipasidve 

bid was awarded based upon levds of serviee offered and experience; sinee no c oy ewe s 

involved. lnadd iti eptoiedudnggo» e t nm eBtnisbasedon*owt -s ou r d n |f dml khmin g 
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fiiaction, the switch to hsving the privste egeoey issue travelers checks, reduced 
substantially the woikload in the bursais/petty cash offices, allowing fitfther headcount 
reducdons. 

2. Paymetu mtthods fitr Ciovermunt Travel: 

Prior to 198 1 , government uavelers had to petMnally pay for allnavd costs, other than 
aiilinetickets. This vres achieved by government employees either ob tain i n g travel 
advances in travelers checks, or by usin^ their own personal cfaecks and credit cards and 
fihttg for rombursements when the travel was completed. By 1985, a competitive 
procurement jwimng major credit cardcompanies had resulted m most frecpient travelefi 
being issued govenunent credit cards vrithout any required credit anai 3 ms or check 
(lijwever, the government was not liable for any balances on these cards). These cards 
were used to purchase airiine tickets, travelers decks, and pay for major costs oflodging 
and meals. The government immetfiately benefitted from hsiving to pay in advance for 
eoqiioyee air tickets and travel advances to not having to reimburse travel for 15-30 dq^ 
The interest savings in the outlay of government foods was estimated to exceed $20 
million per year. Additional, although noiMiuaiitificd. savings were accruing to the 
accounting fonctions in each agency from less paperwork and record keeping. Lastly, the 
government employee no longer had to fiind a la^e portion of his travel through use of 
Ins personal cash or credit. The procurement involved no cost to the government, and the 
award was based upon the level of service offered to the inifrvidual card holder and the 
govenment. 

Thank you for your attention. I would be glad to answer any questions you may hove. 
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Mr. Chairman and Members of the Subcommittee: 

I £im pleased to be here today to assist the Subcommittee in its consideration of 
S. 314, the Freedom From Government Competition Act. The bill would require that 
the government procure from the private sector, with some exceptions, the goods and 
services it needs to carry out its functions. We testified in the 104th Congress on a 
predecessor to S. 314.^ The revisions incorporated in this new bill respond to a 
number of our suggestions, including provisions relating to the use of best value as a 
criterion for contracting decisions, allowing for situations where private sector sources 
are inadequate to meet the government's needs, and recognizing that the 
identification of inherently governmental fimctions is somewhat situational. As you 
know, we recently had discussions with the Subcommittee staff on S. 314 and 
provided some suggestions and comments. The Subcommittee has asked that today 
we discuss the new bill as a potential vehicle for competitive contracting, using the 
results of our recent work on privatization initiatives at the state and local 
government levels. 

We recently reported on the major lessons learned by, and the related experiences of, 
state and city governments in implementing privatization efforts.^ Our report, done 
at the request of Representative Scott Klug, examined the privatization experiences 
and lessons learned by the states of Georgia, Massachusetts, Michigan, New York, 
and Virginia, as well as the city of IndianapoUs. Each of these governments made 
extensive use of privatization-primarily contracting out governmental fimctions-over 
the last several years, tedloiing their approaches to their particular pohtical, 

‘ Federal Contracting: Com m e n ts on S. 1724 . T he Freedom From Gcven u ae at 
Gnmpetition Act (GAO/r-GGD-96-169, Sept. 24, 1996), 

^ Privetizatinn: l.eaaons Learned hv Stat e and Local Govemmenta (GAO/GGD-97-48, 
Mar. 14, 1997). 


1 


76 


economic, and labor environments. On the basis of our literatiu^ review, the views of 
a panel of privatization experts, and our work in the six governments, we identified 
six lessons that were generally common to all six governments. In general, the 
governments found they needed to 

• have committed political leaders to champion the privatization initiative; 

• establish an organizational and analytical structiure to implement the 
initiative; 

• enact legislative changes and/or reduce resources available to government 
agencies in order to encourage greater use of privatization; 

• develop reliable and complete cost data on government activities to assess their 
performance, to support informed privatization decisions, and to make these 
decisions easier to implement and justify to potentisd critics; 

• develop strategies to help their workforces make the transition to a 
private-sector environment; and lastly, 

• enhance monitoring and oversight to evaluate compliance with the terms of the 
privatization agreement and evaluate performsince in delivering services to 
ensure that the government's interests are fully protected. 
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Figure 1: Lessons Learned From Our Review of State 
and Local Privatization Efforts 



Source; GAO analysis. 


S. 314 PROVIDES A TOOL. E XIT NOT A SUBSTITUTE 
FOR A POLITI CAL CHAMPION 

The history of government reform has demonstrated that new poUcies, whether based 
in law or in administrative directives, are not self-implementing. In our work on 
state Sind local privatization initiatives, we reported that reforms such as 
privatization are most likely to be sustained when there is a committed pohtical 
leader to champion the initiative. In the six governments we visited, a political 
leader (the governor or mayor), or in one case several leaders working in concert 
(state legislators and the governor), played a crucial role in fostering privatization. 
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These leaders built internal and external support for privatization, sustained 
momentum for their privatization initiatives, and adjusted implementation strategies 
when barriers to privatization arose. 

S. 314 does not, and probably cannot, provide for effective political leadership. It has 
been executive branch policy for more than 30 years to encourage competition 
between the federal workforce and the private sector for providing commercial goods 
and services. However, this policy has been embodied only in an ad m i n istrative 
directive. Office of Management and Budget (OMB) Circular A-76. While we have 
consistently endorsed the concept of encouraging such competition, its effectiveness in 
practice has been questioned both in the executive branch and in dozens of 
congressional hearings. 

S. 314 would give the force of law to general reliance on the private sector for 
commercial goods and services, and thus would provide a stronger foimdation, but not 
a substitute, for political leadership. 

S. 314 WOULn KSTABLISH A FLEXIBLE 
TMPT.RMENTATTON STRUCTURE 

To implement their privatization initiatives, the governments we visited reported the 
need to establish an organizational and analytical structure. A key aspect of this 
structure is an office to guide and support the privatization initiative and provide the 
analytical framework to evaluate the costs, benefits, and risks of privatizing a 
particular activity. Many of the frameworks established by the six governments 
shared common elements, such as criteria for selecting activities to privatize, methods 
for cost comparisons, and procedures for monitoring the performance of privatized 
activities. 
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Responding to the need for such a centralized structure, S. 314 requires OMB to issue 
regulations and to establish a new “Center for Commercial Activities," which is given 
responsibility for 

• implementing the requirements of the legislation; 

• ensuring a>mpliance by agencies; and 

• providing guidance, infinmuition, and assistance to botii private and public 
sectors. 


OMB is given wide latitude as to what regulations it will issue and what they will 
<nii8 grant of broad authority afibrds OMB flexibility in implementing the 
i. gi.iatini' However, given the wide latitude that OMB is afforded by the bill, issues 
wiU inevitably arise during implementation that will have to be dealt with by OMB. 
These ismw could include su^ questions as: 

• Whether or not government corporations, federally funded research and 
development centers, state governments, or eron the U.S. Postal Serviee should 
be ini-lnd«»^ within the definition of "privide sector sources" and thus eligible to 
compete for Ae governmmif s contracts. 

• Whether piMi« buildings would need to be sold to the private sector in order to 
house federal emido 3 rees. 

• How OMB wifl incorporate congresnonal views when significant or highly 
sensitive conversions are proposed. 

Given concerns such as these. Congress may want a mechanism to hold OMB 

for carrying out its responsibilities. Such a mechanism could require 
that OMB prepare a multiyear strategic plan for implementing the bill's 
requirements. The plan could be developed in consultation with Congress and could 
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describe miyor goals and priorities, as well as specific strategies and milestones for 
achieving the goals. In addition, the plan could provide an assessment of changes to 
current policies and systems that would be necessary to accomplish the bill's 
purposes. A strategic plan thus would provide greater direction for agencies as they 
go through the process of identi^ring potential activities to be included in their 
azmual performance plans. It could also provide a tool for congressional oversight of 
0MB and agency activities as they relate to the bill's requirements. 

To effectively cany out the role envisioned for it under the bill, 0MB will require 
additional resources or will need to reallocate existing resources firom other mandated 
responsibilities. We reported in 1995 that we were concerned about OMB's capacity 
to cany out its already numerous management responsibilities, which have been 
expanded significantly in recent years.’ Such a plan might be an appropriate vehicle 
for addressing such resource issues. 

Implementation of S. 314 Would Be Helped bv Integratin g It With 
Agencies' Strategic and Peifonniinra Planniny Activitiaa 

The experiences of other governments as well as of mqjor private firms indicate that, 
when the outsourcing of functions is contemplated, answers to fundamental questions 
about the purpose and mission of an organization should precede any miyor 
outsourcing activities. Hie bill has significant implications for the ongoing 
implementati<m of the Government Performance and Results Act, often referred to as 
“GPRA” or "the Results Act," since it cuts to the very heart of questions on what 
activities tiie government should and should not be performing. Under the provisions 


’Office of Management and Budget: Changes Resulting From the OMB 2000 
RanrganiTation (GAO/GGD/AIMD-96-50, Dec. 29, 1995). 
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of GPRA, agencies are required to set their strategic direction through multiyear 
strategic plans, develop annual goals, and report on performance against those goals. 
Agency strategic plans and performance measures rue intended to provide Congress 
with a vehicle for asking fundamental questions about federal functions and their 
performance. In our recent report on initial implementation of the act, we found that 
many agencies are not yet well positioned to specify their plans and strategies in 
terms oC tai^ble results.* 

If enacted, the bill's implementatum will occur as agencies are going through their 
first cycle of planning, measuring, and reporting on program performance, as called 
for tmder the Results Act. The bill would amend the Results Act by requiring, among 
other things, that agencies include in tire aimual performance plans and reports that 
they submit to Congress (1) an inventory of functions that are subject to the Act's 
provisions, and (2) a schedule for converting the functions iden t ified in the 
performance plan. Requiring agencies to specify the activities they would perform 
dizectiy, those they would convert to private sector performance, is ccmsistent 
with the Act's strategic planning requirmnents. 

If Cmigress chooses to «iact S. 314, an opportunity emsts to further integrate 
in uJaimmfaitin n of the Ull's provisions with Residts Act. A provision of 
S. 314 requires OMB to create a methodology for making determinations as to what 
activities should e"*! ehniilH not remain in government. Hiis provision, if integrated 
with the strategie [danning and performance repeating requirements of the Results 
Act, could avoid tihe potential situation of agencies inadvertently re{dacing unneeded 
federal functions with unneeded jaivate sector contractors— a concern we have 


*rh« nmmmment Barfermance and Results Act: 19»7 OoTenaM B twidfl 
Implemen tation WiB Be Uneven (GAO/GGD-97-109, Jun. 2, 1997). 
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expressed with regard to Department of Defense depots.® By making clear that, as 
part of their strategic planning and performance measurement activities, agencies 
should review potential outsourcmg candidates in light of their contribution to 
mission accomplishment, the bill could reduce the possibility of such an outcome. 



In our state and local work, we found that all five states and the city of Indianapolis 
used some combination of legislative changes and resource cuts as part of their 
privatization initiatives. These actions were taken to encourage greater use of 
privatization. Georgia, for example, enacted legislation to reform the state's civil 
service and to reduce the operating funds of state agencies. Virginia reduced the size 
of the state's workforce and enacted legislation to establish an independent state 
council to foster privatization efforts. These actions, officials told us, reduced 
obstacles to privatization and sent a signal to managers and employees that political 
leaders were serious about implementing it. 


While providing a statutory basis for competitively contracting out government 
functions, S. 314 has implications for certain existing laws. As currently drafted, the 
bill is broad in its application, and how it will relate to e xist in g laws and policies is 
not entirely clear. For example, S. 314 prohibits agencies bom beginning or carrying 
out any activity to provide any products or services that can be provided by the 
private sector, and it prohibits agencies fiom providing any goods or services to any 
other governmental entity. This could conflict with the "Economy Act of 1932" 




Mix (GAO/NSIAD-96-148, Apr. 17, 1996). 
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(31 U.S. 1535-1536), which authorizes interagency orders for goods and services, as 
well as with the General Services Administration's (GSA) authority to provide 
agencies with goods and services. GSA was created, and still exists, to provide 
services to agencies, such as ofiBce space, consolidated purchasing, air fare contracts, 
and excess property disposal. Its role under S. 314 is unclear. 

In addition, the bill does not contain language limiting judicial review of management 
actions taken under its provisions. The possibly unintended effect of subjecting 
management decisions to judicial review could slow implementation and increase 
costs due to litigation. 

RELIABLE AND COMPLETE COST INFORMA-nON 
NEEDED FOR PRIVATIZATION DECISIONS 

In the governments we visited, reliable and complete cost data on government 
activities were deemed essential in assessing the overall performance of activities 
targeted for privatization, in supporting informed privatization decisions, and in 
making these dedsions easier to implement and justify to potential critics. Most of 
the governments we surveyed used estimated cost data because ob tainin g complete 
cost and performance data, by activily, from their accounting sjrstems was difScult 
However, Indianapolis, and more recently ^^]:ginia have used new techniques to 
obtain more precise and complete data on the cost of each separate program activity. 

S. 314 Reou iTes Cost and Past Performance Information 
in Making PrivatiMtinn Decisions 

A notable feature of the draft legislation U the provision describing the criteria that 
are to be used in contracting for goods and services. It requires 0MB to prescribe 
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standards and procedures that are to include the analyses of all direct euid indirect 
costs, to be performed in a manner consistent with generally accepted cost accounting 
principles as well as with past performance of sources. We have found in the past 
that the widespread absence of this type of information has compromised effective 
public-private comparisons. This provision of the bill is consistent with current 
efforts aimed at improving federal financial management. 

When competitive contracting has been done at the federal level under the provisions 
of Circular A-76, the absence of workload data and adequate cost accounting systems 
has made the task all the more difBcult. Given that most agencies do not have cost 
accounting systems in place at this point, the bill's requirement to use past 
performance and cost data will be difficult for many federal activities to meet. 

Efforts are under way to develop the type of cost and performance data that would be 
necessary to compare pubUc versus private proposals, as could occur under the 
provisions of S. 314. The Federal Accounting Standards Advisory Board (FASAB) has 
developed standards that are designed to provide information on the coats, 
management, and effectiveness of federal agencies. These standards require agencies 
to develop measures of the full costs of carrying out a mission or of producing 
products and services. Such information, when available, would aUow for comparing 
the costs of various programs and activities with their performance outputs and 
results. To help agencies meet these standards, guidance has been issued to facilitate 
the acquisition and development of managerial cost accou ntin g systems needed to 
accumulate and assign cost data consistent with govemmentwide data. 
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S. 314 RECOG NIZES FEDERAL WORKFORCE 
TRANSITION NEEDS 


We found that governments we visited needed to develop strategies to help their 
workforces make the transition to a private-sector environment. Such strategies, for 
example, might seek to involve employees in the privatization process, provide 
training to help prepare them for privatization, and create a safety net for displaced 
employees. Among the six governments we visited, four permitted at least some 
employee groups to submit bids along with private-sector bidders to provide public 
services. All six governments developed programs or policies to address employee 
concerns with privatization, such as the possibility of job loss and the need for 
retraining. 

The bill's findings section states that it is in the public interest for the private sector 
to utilize government employees who are adversely affected by conversions of 
functions to the private sector. The legislation does not create any new benefit or 
competitive job right that does not already exist. It does, however, assign to the 
Director of 0MB the function of providing information on available benefits and 
assistance directly to federal employees. This would be a new and possibly 
burdensome function for OMB-a function that probably could be better handled by 
the Office of Personnel Management, which already has responsibility and experience 
in this area. 


Competitiv e Contracting Helped 
Attain Employee Cooperation 


Involving employees in the privatization process by letting them compete for the right 
to provide the service was a strategy used by state and local governments to gain 
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employee cooperation during the privatization process. S. 314 neither encourages nor 
prohibits public-private competitions. However, it does give implicit authority to 
0MB to implement such a program, by requiring that the implementing regulations 
include standards and procedures for determining whether it is a private sector 
source or an agency that provides certain goods or services for the best value. While 
the question of how such dete rmin ations would be made is left up to 0MB, 
competitive contracting has been the traditional method for m^lking such 
determinations both at the federal level and the state and local level.^ 

EFFECTIVE MONITORING AND OVERSIGHT 
OF CONTRACTOR PERFORMANCE ARE ESSENTIAL 

When a government's direct role in the delivery of services is reduced through 
privatization, we found that at least among the state and local governments we 
visited, the need for aggressive monitoring and oversight grew. Oversight was 
needed not only to evaluate compliance with the terms of the privatization 
agreement, but also to evaluate performance in delivering services in order to ensure 
that the government's interests were fully protected. IndianapoUs officials said their 
efforts to develop performance measures for activities enhanced their monitoring 
efforts. However, officials from most governments said that monitoring contractors' 
performance was the weakest link in their privatization processes. 


“Under competitive contracting, also referred to as managed competition, a 
public-sector agency competes with private-sector firms to provide public-sector 
functions or services under a controlled or managed process. This process clearly 
defines the steps to be taken by government employees in preparing their own 
approach to performing an activity. The agency's proposal, which includes a bid 
proposal for cost-estimation purposes, is useful in competing directly with 
private-sector bids. 
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The essential foundation for effective oversild^t is good cost and performance data 
S. 314's analytical requirements call for the consideration of all direct and indirect 
costs, qualifications, and past performance, as well as other technical considerations. 
These requirements, along with the authority and flexibility given to 0MB in 
implementing the legislation, provide the necessary foundation for effective 
performance monitoring and oversi^t, but they do not resolve capacity problems. 

Convertuig government activities to private-sector performance will increase the 
contracting woiidoad on federal agencies. Conversion to contract performance 
requires considerable contract management capability. An agency must have 
adequate capacity and expertise to successfully carry out the sohcitation process and 
effectively administer, monitor, and audit contracts once they are awarded. In past 
reports on govemmentwide contract management, we identified mqjmr problem areas, 
such as ineffective contract administration, insufSdent oversight of contract auditing, 
anil lack of hi^-level management attention to and accountability for contract 
managemmt.^ Some fedmal agmudes have recognized the problem and have taken 
actions intended to improve their contract management capacity. The Department of 
Energy (DOE) and The National Aeronautics and Space Administration (NASA) 
provide ezamides of the challmiges agencies Csce in overseeing contractors. 

DOE —the largest civilian contracting agemy in tiie federal government-contracted 
out about 91 percent of its $19.2 billion in fiscal year 1995 obligations. We 
designated DOE contracting in 1990 as a hi^-risk area, vulnerable to waste, firaud, 
abuse, mismanagement, because DOE's missions rely heavily on contractors and 

’ ’nmrtkmmmt Earns Low Marks o n Proper Use of Consultants (GAO/FPCD 80-48, 
June 16, 1980); Civilian Ag e ncy ProcuremMit: Imnrovemmts Needed in Contracting 
Contract AHn.in;-tratinn (GAO/GGD-89-109, Sept. 5, 1989); and Efidscal 
Cnntractinir Cost-Effective Contract Management Reauirea SuBtainftd finmiBlt m CBt 
(GAO/T-BCED-93-2, Dec. 3, 1992). 
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DOE has a history af weak contractor oversight. DOE has been working to improve 
its contract management practices. As we recently reported in our high-risk report 
on DOE,' changing the way DOE does business has not come easily or quickly. DOE 
has taken various actiraisin tlw past to improve its contracting, and a recent contract 
reform effort that has received hi^ priority and visibility appears promising; 
however, much remains to be done to ensure effective oversight of contractors. 

NASA's contracting reforms demonstrate what can be accomplished when an agency 
places high priority on contractor oversight. NASA spends about 90 percent of its 
budget on contracts with businesses amd other organizations. NASA's procurement 
budget is one of the largest among federal civilian agencies, totaling about $13 billion 
aimually in recent years. NASA first identified its contract management as 
vulnerable to waste and mismanagement in the late 1980s. Since then, it 1ms 
grappled with a variety of contract management problems. NASA has made 
eonsiderable progress in developing ways to better influence contractors' performance 
and to improve oversii^t of fieU centers' procurement activities. It has, for example, 
established a process for collecting cost, schedule, and technical infinmation for all 
major NASA contracts to assist management in the tracking of contractor 
performance, and it also has restructured its policy on -award fees to emphasize 
contract cost control and tiie performance of contractors' end products. 


In conclusion, Mr. Chairman, striking a proper balance between tiie public- and 
private-sector {nevision of goods and services to the American people is among the 
most enduring issues m American politics and public policy. Hm Freedom From 


“Dunartm ent of Ener fv ContraHi Manayament (GAO/HR-97-13 February 1997). 
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Government Competition Act would redirect current policy, which does not now have 
the weight of legislative authority, and significantly affect the operation and 
management of the federal government. We believe that Congress is the proper 
forum to address such fimdamental questions, and we hope that our testimony today 
has been helpful hy raising some issues for the subcommittee to consider in its 
deUberations on the proposed act. 

That concludes my prepared statement. I would be pleased to answer any questions 
the subcommittee may have. 


(410153) 
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INTRODUCTION 

Mr. Chaimnan and Subcommittee members, my name is John N. Sturdivant, i am 
the National President of the American Federation of Government Employees (AFGE) — 
the largest federal employee union, representing 600,000 government workers serving 
worldwide. 

Although this is my first appearance before your panel, Mr. Chairman, I look 
fbrwstfd to working with you and your staff on other issues of concern to federal and 
District of Columbia employees. I thank you and the Ranking Minority Member for 
allowing AFGE to represent federal employees at this import 2 tnt hearing. Although you 
are listed as a co-sponsor of the Freedom From Government Competition Act (S. 314), 
Mr. Chainnan. I can tell just from the roster of witnesses at this hearing that you and your 
staff are approaching this legislation with open minds. 

Yesterday, I testified before the House National Security Committee on the 
Defense Reform Act (H.R. 1778) which would, among other ttiings, blindly mandate that 
one-tNrd of all commercial and industrial activities in several key Defense Agencies be 
contracted out bi little more than two years — ^without having to show that contractors 
could perform the work rr»re effectively, more efficiently, and more reliably than federal 
employees. Just contract out the work — consequences be damned! Adding insult to 
irijury, the bU had been marked up by the Committee last Wednesday. If not for the 
resulting uproar, even that too-late-the-horse's-out-the-door hearing would not have 
been held. The calm and careful way you and your staff are handling S. 314 is a very 
welcome contr a st 
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AFGE AND SENATOR CRAIG THOMAS 

Let me now say a few words about Senator Craig Thomas (R-WY), the sponsor 
of this legisiation. We may disagree about contracting out generaily, but 1 wouid be the 
first to say that the Senator iistens to constructive criticism — and learns from it as weii. 
Last year's version of this bili was, to be candid, terribie. Essentiaiiy, it wouid have 
mand 2 tted that all of the federal government's commercial activities be contracted out or 
devolved to lower levels of government in five years — even if federai empioyees couid 
have performed the work more effectively, more efficiently, and more reliably. S. 314 is 
stiil profoundiy-fiawed iegislation, but the bili is an improvement on its predecessor, i 
also want to commend the Senator for keeping his door open to AFGE. His capabie 
staffer h^ls listened patientiy to the constructive criticism we have offered of the 
legisiation. It Is my hope that this dialogue will induce the Senator to take a fresh look 
at the policies and procedures of 0MB Circular A-76. While its safe to say that AFGE 
is uniikeiy to agree to gutting or repiacing 0MB Circuiar A-76, we wouid certainly 
approach with an open mind any suggestions Senator Thomas puts forward with the 
intent of making the Circular even more equitable. 

AFGE AND 0MB CIRCULAR A-76 

Since we just met, Mr. Chairman, permit me to say a few words about where 
AFGE stands on contracting out. Unlike some organizations in the federal employee 
community, AFGE is not reflexively opposed to each and every instance of contracting 
out. In these times, such a position is as unreaiistic as it is untenable. Because we are 
conscientious employees, patriotic Americans, and hard-working taxpayers, AFGE 


3 



93 


members are determined to see that the federal government's dollars are spent wisely. 
Quite simply, federal employees should not perform work that is not inherently 
governmental if they cannot do it more effectively, more efficiently, and more reliably than 
contractors. 

In fact, AFGE is unreservedly pro-competition when it comes to work that is not 
inherently governmental. Full and fair competition for such work spurs federal employees 
and contractors to be more productive and ensures that taxpayers and customers receive 
high-quality services at low costs. As the General Accounting Office (GAO) concluded 
in a recent report, 

“...(C)ompetition is the key to realizing some savings, whether the function is 
outsourced or remains in-house. According to (Department of Defense) data on 
cost comparisons done between fiscal year 1978 and 1994, savings from 
competed functions occurred regardless of whether the government or a private 
company was awarded the work. DoD's data shows that the government won 
about half of the time and private industry won the other half."’ 

That's why AFGE was the only federal employee union to work with the 

Administration last year to reform OMB Circular A-re.” This effort resulted In a revised 


’ General Accounting Office, BASE OPERATIONS: Challenges 
Confronting DoD as It Renews Emphasis on Outsourcing (March 
1997), p. 8. Although this report discusses the Department of 
Defense, the agency responsible for most contracting out. Its 
competition-friendly conclusion applies to all other federal 
agencies . 

“ AFGE Is also working with Pentagon officials to develop 
equitable policies and procedures for competing non-core depot 
maintenance work as well as the workloads at the Kelly and 
McClellan Air Logistics Centers In the event the Congress does 
not force the Administration to finally close the facilities and 
transfer the work to other Installations as was required by the 
1995 Base Realignment and Closure Commission. We are also 
working with Pentagon officials on Implementing Instructions for 
the new A-76 supplement. 


4 


94 


Supplement that, wrtiile permitting irare fleMbili^ to contract out. al% ensures federal 
employees greater involvement in the competitive process, and makes contracting out a 
two-way street* by permitting work to return back in-house when it is nwre cost- 
effective to do so. 

The fact that OMB Circular A-76 is now under continuous attack is implicitly a 
compliment of federal employees and their work. Several years ago, federal employees 
were k»ing ro% of cril A-76 competitions. M y««j might expect, contractesrs had 
considerably fewer problems with the Circular then. However, agencies — employees and 
managers alike, often working in partnership — learned from their defeats, looked to the 
private sector for inspiratfon aid guidance, and Parted to run tf»ir operations more like 
businesses. In doing so, we pulled even with the contractors, winning every other A-76 
competition. Now, as you might expect, the contractors areni so happy with the Qrcular- 
-even though the fodereti government runs up service contracting Mis of approximately 
$120 billion annually. 

However, instead of ergrressing admiration for ttiis remarkable transformation in 
the federd work^tiace, satm lawmakers cm arpress only itismiv. Instead rrf “Wcmv, 
they're good,* tfs *Wow, they're good, they're tog good.* After being bashed for so many 
years, u^raHy very unfErirly, for not measuring up to their private sector counterparts, Mr. 
Chairman, you can't begin to imagine how beertideting tmd discouraglr^ these attsKks on 
A-76 are for federal employees. Instead of giving us grudging credit for doing better 
work, our prh^de-secfor competitors and tiieir frlerxls in Congress say that toe systwn 
has suddenly broken down. Just as good craftspersonswheth«' in-house or contractor. 
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shouldn't blame their tools, contractors who are genuinely interested in reai public-private 
competition shouldnl blame A-76. 

Let me madre one final remark with respect to AFGE and contracting out. Some 
iawmakers insist that AFGE's relentiess determination to ensure full and fair pubiic- 
private competition for work that is not inherently governmental is nothing but 
parochialism — that we are only concerned about saving federal jobs. Even Senator 
Thomas, whom we have gotten to know, makes that mistake. AFGE has a long-standing 
policy to follow outsourced work into the private sector once a decision is made to 
contract out We are adapting to the reality that the federal in-house bid may not win 
every- competition. For example, earlier this year, we signed a contract with Hughes 
Aircraft, which allows AFGE to continue its representation of the employees at the 
recently privatized-in-place Nstval Air Warfare Center, in Indiane^wlis, IN. The fact that 
AFGE will retain Jts vigor and vitality — even in this era in which privatization, often 
mindless,, is all the rage-^by organizing outsourced workers allows this union to be a 
cairn aid constructive player In foe deberte over public-private competitions. 

AFGE'S CONCERNS ABOUT S. 314 

Mr. Chairman, let me now express our concerns about the Freedom From 
Government Competition Act This bill is flawed for several reasons: 

elfs ncft even needed. The legislation fails to take into account the reforms and 

initiatives which are -^radically altering the way the ^federal government does 
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business, as well as the manner by which it obtains goods and services. 


elt would result in consequences quite the opposite of those which it intended. 


elts underlying principles and rationale are not supported by the facts. 


S. 314 IS NOT NEEDED 

The legislation fetils to take into consideration recent statutory and policy reforms 
which provide the government greater flexibility to privatize and outsource its work to the 
private sector. Nor does this bill acknowledge how downsizing is forcing federal agencies 
to rely kKreasingly on the private sector for the goods and services its needs. 

Last year, AFGE, contractor representatives, and officials from many federal 
{prides worked with officials from the Office of Management and Budget (OMB) to 
reform the regulatory framework governing the competitive process contained in OMB 
Circular A-76's 'Revised Supplemental Handbook.' This Supplement enacted in March 
1996, provides federal managers with unprecedented latitude and flexibility to outsource 
to the private sector 

elt requires agencies to annually determine which activities It will consider for 
conversion to contract as well as which irfoerently governmental hmctions it will 
continue to perform bi-house. 
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•It mandates primary reliance on the private sector when It is shown to ba cost 
effeeUva. 

•It provides €igencies with unprecedented flexibility to waive the Circular's cost 
comparison requirements. 

*For ocample, activities with 10 or fewer Full-Time Equivalent (FTE) 
employees may be directly converted to contract without a cost comparison. 

*1t aliows waivers of cost comparisons for activities with 1 1 or more FTPs, 
if ^r and reasonable costs can be obtained from the private sector and 
impacted workers are placed in comparable federal jobs. 

*lt allows agency heads to waive cost compcuisons if, in their determination, 
the conversion to private performance will result in significant improvements 
in quality of service or cost savings, and the in-house bid has no 
opportunity of winning the cost comparison. 

*For activities with 65 or fewer FTE's, agencies and departments may, 
under certain conditions, «nploy a 'strearniined* cost comparison process 
which expands the opportunities to convert to private sector performance. 
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There are a taw who might say. 

‘So what? There are no incentives for federal nwiagers to exercise this 
new flexibility to contract out. Unless prodded by a measure such as 
S.31 4, managers will always opt to maintain the status quo.* 

This view igrxHes the realities and incentives imposed by government downsizing. 
The tact is, we are already engaged in the largest privatization and outsourcing effort ever 
undertaken by the federal goverrunent Currently, over 40,000 FTE positions are being 
examined for contracting, and many thousarxis more are being identified for outright 
privat iz ation as the government makes the decision to ‘get out of the business* of 
performing certain types of work. Since enactment of the Federto Workforce 
Restructuring Act of 1994 the federal workforce has been reduced by over 275,000 
federal employees. Consequently, federal agerxdes have been forced into reexamining 
not only ‘what* or flow* they do a puticular function, but whether or not performance, 
in light of a smaller workforce, should continue to remain In-house. 

I might add that during this era of downsizing, the current A-76 tiamework hefos 
the government to rij^itsize. UnIflceS. 314, it requires the agency to reexamine the way 
it performs a function and how It configures itself into a Most Efficient Organization 
9tEO). This provision is the key to savings and efficiencies. It forces agencies Into 
"being competitive* instead of just ‘competing.* Through re-engineering into MEO^ 
agencies and departments are realizing savings of 21% or more if the work stays In- 
house. This creates a win-win situation for the taxpayer whether the work remaira in- 
house or is oonvertsd to oonlract S. 314 has no simHar provision. 
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S. 314 WILL RESULT IN CONSEQUENCES OPPOSITE THOSE INTENDED 

Senator Thomas, the bill's sponsor, has been very clear in saying that the purpose 
of the bill is to “change the role of government"; save money for the taxpayers; and 
ensure the federal government is not competing against the private sector, especially 
small businesses, in areas that are basically commercial in nature. I am concerned that, 
if enacted, this bill would have consequences quite the opposite of those Intended by 
Senator Thomas. It would delay reform, result in a government less responsive and 
accountable to the needs of its citizens, cost taxpayers more, and restrict competition. 

Let me begin by saying that the bill's provision for creating an “Outsourcing Czar" 
with a supporting bureaucracy within 0MB moves individual agencies further away from 
their customers — the ordinary Americans who depend upon the federal government for 
important services, in criticizing this provision, I would ask the Subcommittee to keep in 
mind one of the most important lessons learned from the private sector: decentralization 
of decision-making, not centralization, is the key to efficiency. The Pentagon's almost 
irrational bias in favor of contracting out notwithstanding, it's better to charge those 
agencies actually required to provide particular services with the responsibility of making 
contracting out decisions, as A-76 does now. S. 314, however, would create an 
“OMBundsman“ in the Center for Commercial Activities who would likely be far more 
attentive to the needs of the Executive Branch's political agenda than to the needs of 
agencies, their customers, and the nation's taxpayers. 

Nor would the bill result in a windfall of opportunity for small business. Most small 
businesses are not capable of providing the vast majority of services now provided by 
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federal employees. If S. 314 is opening any door to the private sector, it wrauld be for 
larger firms and corporations — with smaller businesses merely serving as support 
sub<»ntractors through reimbursable agreements. 

The bill would also result in serious delays, which would In turn result in Ic^ 
savings and opportunities, because of the time unnecessarily consumed by the 
implementation of the less effective system mandated by S. 314. For example, the 
current round of public-private competitions would have to be halted until OMB's Center 
for Commercial Activities could be established. Given the nature of the legislative and 
regulatory processes, further delays would occur when various agencies and interest 
groups inevitably attempt to have site-specific, functional, or even agency-wide 
prohibitions enacted. In the meantime, needed efficiencies and cost savings would be 
permanently lost as the new, less responsive system is put in place. Never has the 
adage, "Nothing good comes from something poorly begun" been more applicable. 

THE RATIONALE FOR THIS BILL IS FLAWED 

Senator Thomas claims that work currently performed by the federal government 
could be "better done and could be more cheaply done through outsourcing." Since the 
notion that the private sector is always better and cheaper Is false, legislation based on 
such a notion is clearly not in the best interest of the taxpayers. For example, the 
General Accounting Office (GAO) surveyed nine studies on service contracting and 
concluded that in emh case, substential savings would have realized if the work had 
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been retained in-house.® Another example comes from a GAO report of two years ago 
in which the investigative arm of the Congress said that even after years and years of 
billions and billions of dollars in contracting out, it could not “convincingly prove nor 
disprove that the result of federal agencies' contracting-out decisions have been 
beneficial and cost-effective."* 

In a similar light, the proponents for this bill claim that $30 billion in annual savings 
could be achieved by outsourcing work. We have all heard similar claims used to justify 
other initiatives — the so-called "Peace Dividend" at the end of the Cold War and the 
savings that were to result from base closures come to mind. In neither case was the 
promise of savings fulfilled. 


AFGE'S SUGGESTIONS FOR IMPROVING THE COMPETITIVE PROCESS 

Mr. Chairman, I welcome the Subcommittee's interest in the important issue of 
ensuring that the government's taxpayers and customers actually benefit from contracting 
out. Today's hearing h£is been an excellent beginning. Permit me now to make some 
suggestions for related issues to be discussed at future hearings of your panel. 

Liftina Arbitrary Ceilings On Government Employees 

Quite simply, Mr. Chairman, the federal government is contracting out work that 


® General Accounting Office, Government Contractors; 
Measuring Costs of Service Contractors Versus Federal Employees 
(March 1994), p.3. 

* GAO, GOVERNMENT CONTRACTORS: An Overview of the Federal 
Contracting-Out Program (GAO/T-GGD-95-131 ) (March 29, 1995), p. 
7. 
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could be performed more cheaply by federal employees because of the arbitrary ceilings 
on full-time employees (FTE's) imposed as part of the government's overall downsizing. 
That's not just what AFGE says. That's what independent observers, and, yes, even 
Adminisbation officials say. 

This problem is particularly acute in DoD — even though the Congress has explicitly 
prohibited management-by-FTE ceilings. GAO reported in a recent survey that a "senior 
«>mmand official in the Army stated foat the need to reduce civilian positions is greater 
than the need to save money."® An earlier report by the DoD Inspector General noted 
that "the goal of downsizing the Federal workforce is widely perceived as placing DoD in 
a po^on of having to contract for services regardless of what is mote desirable and 
cost-effective." 

In 1 995, the personnel directors of the four branches of the Armed Forces, told the 
Senate Armed Services Personnel Subcommittee foat civilUm ceilings — not workload, 
cost, or readiness concerns — are forcing them to send work to contractors that could be 
perform^ more t^ieaply in-house. The witnesses bemoaned the fact that their services' 
depots must turn away valid, funded workfosut requirements because of the FTE ceilings, 
thus limiting the flexibility of our depots to adjust to and to meet quickly the critical, 
unprogr^unmed, surge requirements of our Armed Forces. 

Sadly, our concerns about this problem have been repeatedly dismissed by the 
Administration. Eariier this year, I was provided a copy of the attached correspondence 


’ General Accounting Office, BASE OPERATIONS: Challenges 
Confrrmtlna DoO as It Renews Emphasis on Outs ourcing (GAO/NSZAD- 
97-86) (March 1997), p. 11. 
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between General George Rsher, the Commander, Army Forces Command at Fort 
McPherson, GA, and the Commander, 111 Corps and Fort Hood, Killeen, TX. In his letter. 
General Fisher Informs the Commander of Fort Hood that the installation's FTE 
elimination-in-favor-of-privatization quota h 2 is been increased from 645 to 767 spaces. 
To soften the blow a bit. General Rsher added a handwritten note at the bottom of the 
letter; 

Tom, We're required to meet the Army's assigned requirement. For each function 
you select, a study leading to a contract-out decision. You're ahead of most 
everyone: just need a few more in '98. George" 

Obviously, Mr. Chairman, the outcome of any competition at Fort Hood or 
elsewhere within Fort Hood or elsewhere within Forces Command for tfat matter has 
already been decided in advance. Contracts won't be awarded because contractors 
provided more effective, more efficient, and more reliable services. Rather, they will be 
awarded because foere arent enough federal employees available to do the work. 
Administration officials took a look afthe same letter and said this wasnt a dear case of 
management-by-FTE ceilings; rather, the General simply wasnl a very artful writer. Mr. 
Chairman, you be the Judge. 

-Here's. another example. In this attached letter, a senior Defense Inforttration 
Services Agency (DISA) manager dearly instructs his subordinates not to exceed 
established FTE ceHings. The manager also instructs his managers to back-fill positions 
at GS-12 and below with contractors, or le-engfoeer the positions in order to make up 
forFTEshortfotls. Again, this is a dear ease of.managemerrt-by-FTE ceilings, and then 
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contracting outwork that might have been perfonned more cheaply by federal employees. 
Administration officials say I'm wrong; its not that the DISA manager is a bad writer, its 
that I'm a bad reader. Again, Mr. Chairman, you be the judge. 

Moreover, a senior DoD official just admitted to me in writing in response to our 
concerns that he had discovered that 'some managers have been establishing FTE 
bogeys on some depot maintenance activities.'' This official insisted that he was taking 
corrective action. I'd be happy to share this correspondence with you and your staff. I 
didn't include his letter in my testimony because his deviation fram the Pentagon line that 
management-by-FTE's is never, ever practiced at DoD would surely invite retribution. 
And since he is one Pentagon political appointee who's trying to be part of the solution, 
I wouldnt want that to happen. 

As bad as this problem is, Mr. Chairman, ifs not limited to DoD. Actually, its 
government-wide. As 0MB reported three years ago, several agencies — including the 
Departments of /^riculture. Health & Human Services, Housing & Urban Develojiment, 
State, Education, Treasury, as well as the Environmental Protection Agency — said that 
they each could have saved several million dollars by perfbnning functions directly rather 
than having them performed by contractors but did not do so because either their 
requests to 0MB to take on the necessary FTE's were refused or the agencies were so 
sure such requests would be refused that they were not even submitted.' 

Mr. Chairman, I think you'd agree that even if the two of us, the Ranking Minority 
Member, OMB's Mr. Kbskinen, and a representative from the contractor communify 

‘ Office of Maitagement and Budget, Summary Report of 
Agencies' Service Contracting Practices (January 1994), p. v. 
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locked ourselves in a loom to tNnk of ways that A^76 could be made even more fair to 
both contractors and fetest emptoyees, M of cxtr wwk would be in Mrin. Whafs toe 
point in coming up with a more equitable pubilc-phvate competition ^system if federal 
employeesarent even flowed to compete because the in-house. workforce has been so 
asbititolly down^ed? 

I respectfuiiy suggest, Mr. Chairman, that before we turn out attention to A-76, we 
must first iift toe arbitrary in-house personnel ceilings. Quite simply, agencies must be 
flowed to man^ budgets. If agencies have toe irraney to perform the we^, tttoy 
should be allowed to use either contractor employees or federal employees — depending 
on whictr provider gives the most efficient, most effective, and most reliable service to toe 
nabon's taecpe^s and toe spvnrunent^ customem. 

0MB insists that to the extent management-by-FTE's occurs, it is perpetrated by 
managers who shoukl know better. Regardless of whetoer xme accepts that positton, 
management-l^-FTEs is happming. it's costing the taxps^ers money, it's depriving 
federal employees of opportunities to compete. Its wrong — and the Congress and the 
Adminfetration must become rrare aggressive in eiiminating this pernicious practtee. 

Representative BeanorHolmes Norton p-DC) has introduced tegislafon (H.R. 
888) which would prevent agencies from replacing downsized federtd employees with 
contractor employees. Mr. Chairman, i u^e you to consider introducing slmHar legislaUon 
in the Senate as the stating point for your own efortto address this problem. 

With respect to Senator Thomas, S. 314 does not address management-by-FTE 
ceilings, arguably toe w)rst defect in the A-76 process. 


16 



106 


Developinq A Better Understandlna Of The Contfactor Workforea 

Marty lawmakers have bragged to their constituerts about how drastically they 
have reduced the federal workforce. But as we know, much of the work that used to be 
performed by federsd employees has simply been transferred to the federal government's 
'shadow workforce* in the private sector. The federal government's actual workforce 
hasn't gotten any smaller. Its Just that the people who now do the work are not directly 
on the public payroll — although their seyaries are paid for out of the same revenues that 
pay the salaries of federal employees. 

Taxpayers are stHI paying for the services now provided by contractors. Often, 
they are paying even more, based on the reports discussed elsewhere in my tesbmoiry. 
Just how big is the contractor workforce, Mr. Oiainman? I wish I could tell you, sir, but 
arch staUsUcs arent even kept Strange, isn't R? We keep such meticulous statistics 
about the governments in-house workforce, but know so Httie about the governments 
contractor woridbrce. B(R if the federal government spends $120 billion annually on 
highly labor-intensiva service contracting and foe federal governments yearly in-house 
payroU is less than $80 biMon, the contractor workforce must be quite large, indeed. 

Clewty, tawmakersMce yourself would benefit ftom knowing more about foe federal 
governm en t' s shadow workforce, particularly its size. Such information would help you 
to b^ter assess foe AdministraUon's claims for downsizing foe federal workforce, pubHc- 
and private- sector. It would also help you to better understand foe growth in service 
corftracting and better assess the claims made by some that A-76 is somehow biased 
against contr a ctor s . 
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Finally, such knowledge would help lawmakers make more Informed decisions 
about how to achieve real and lasting deficit reduction. As I mentioned earlier, meticulous 
statistics are kept about federal employees. Thus, when Administration officials or 
lawmakers want to provide tax relief or ensure deficit reduction, they can help to generate 
the necessary savings by cutting the compensation of the federal government’s in-house 
workforce aid then by cutting the size of the federal government's in-house workforce. 

As you may know, the Administration has consistently asked the Congress to 
provide federal employees with significantly smaller pay raises than those recommended 
by the Federal Employees Pay Comparability Act, thus causing them to fall farther and 
farther behind their counterparts in the private sector. The deficit reduction package 
currently being considered by the Congress would require federal employees to contribute 
even more towards their retirement plans. Since 1980, incidentally, federal employees 
and federal retirees have contributed more than $1 75 billion towards deficit reduction in 
the form of lost compensation. Further, the federal government's in-house workforce has 
been cut by more than 275,000 over the last four years, resulting in even more savings. 

Clearly, lawmakers know where to look when savings are needed. If data similar 
to that compiled for foe federal government's in-house workforce weis kept for the federal 
government's contractor workforce, lawmakers would have more information available 
when they needed to make important decisions about how to spend precious taxpayer 
dollais. Representative Norton has introduced legislation (H.R. 887) which would require 
0MB to develop a government-wide system for determining and reporting the number 



108 


of non-feder^U employees engaged in service contracts. Mr. Chairman, I urge you to 
consider introducing similar legislation in the Senate. 

With respect to Senator Thomas, S. 314 does not address the pressing need to 
develop more information about the federai government's “shadow workforce." 

ReouirinQ cost comparisons on ali service contracting 

Even though pubiic-private competition has proven to save money for the 
taxpayers and spur providers, whether they be federal employees or contractor 
employees, to offer better service, much work is, incredibiy, stiii contracted out without 
the benefit of cost comparisons. DoD officials, the same people who gave us prohibitively 
expensive toilet seats, are “considering »ie possibility of avoiding A-76 studies by 
eliminating a given function as a government activity and relying on the private sector for 
its provision (privatization)."' 

Clearly, the A-76 process may not be the best for conducting every single type of 
public-private competition. And AFGE is always willing to consider changes that might 
expedite the public-private competition process. But at the same time we must impose 
some form of cost comparisons on all of the federal government's lucrative service 
contracting. 

Representative Norton has introduced very sensible legislation (H.R. 885) which 
would require agencies to make cost comparisons before contracting out work and 
prevent agencies from contracting out that work if the cost comparisons show that the 
work could be performed less expensively by federal employees. Mr. Chairman, I urge 

' GAO, Ibid . 
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you to consider introducing similar legislation in the Senate. 

Mr. Chairman, what do you think shouid ha 4 >pen when it is shown that a contractor 
has not lived up to the terms of the contract? I say that the work should be recompeted 
or brought back in-house — and I think you'd agree. There's no reason to let a sore 
fester, is there? The r>ew supplement to A-76 already requires agencies to collect the 
information necesscuy to determine if Scitisfactory performance of a contract has been 
achieved. Now we need to charge agency managers with the responsibility of acting on 
well-informed determinertions of poor performance by requiring them to correct the 
problem by either recompeting the work or bringing it back in-house. To ensure that all 
taxpayers and customers benefit from this important initiative, the post-contract audit 
should be required for all cdhtracting out decisions, including those made outside of A- 
76. 

Improyino contract administration 

In order to ensure that agency managers make well-informed contracting out 
decisions, we need to conduct a bottom-up review of the entire contract administration 
process. Problems from start to finish are unnecessarily increasing service contracting 
costs. 

As 0MB itself has reported. Statements of Work, the forms used to describe 
specifically the services to be contractually procured, are frequently so poorly-written that 
it is difficult to determine the agency's requirements or the standards against which the 
contractor's performance is to be measured.* 


* 0MB, Ibid-, p. V. 
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As OMB itself hsis reported, cost analyses and independent government estimates 
are not perftrrmed by many agencies prior to renewal, extension, or recompetition of 
existing contracts. And in far too many instances, OMB must admit, cost estimates are 
ot even prepared prior to entering into new contracts.^ 

As OMB itself has reported, agencies believe that they are contracting for mission- 
essential services; as a result of this haste-makes-waste approach, most contract 
administration efforts focus on ensuring that they receive the required services with costs 
often becoming peripheral.’*’ 

As OMB itself has reported, agencies do not always review the effectiveness and 
efficiency of the services performed by contractors prior to the issuance of making 
payments.” 

As GAO has reported, agencies are bestowing "bonuses" on contractors who have 
only just met contractual requirements, and even to some who have fallen short, often 
grievously so.’® 

As GAO has also reported, '(independent audits show millions of dollars in 
unallowable and questionable costs have been charged that do not contribute directly to 
the agency's intended mission."’® 

’ Ibid . 

“ Ibid . 

” Ibid . 

“ GAO, FEDERAL CONTRACTING; Cost-Effective Contract 
Management Requires Sustained Commitment ( GAO/T-RCED-93-2 ) 
(December 1992), p. 8. 

“ GAO, Ibid . . p. 11. 
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Mr. Chairman, I think you'd tigree that gutting A-76's firm but fair requirement for 
vigorous pubiic-private competition wouid be ill-advised. But to do so when our existing 
contract administration system is in need of significant repairs would be nothing short of 
irresponsible. We would be committing a profound disservice to the nation's taxpayers 
and the federal government's customers. AFGE represents many hard-working federal 
employees who perfonn contract administration work — from the Pentagon to the 
Government Printing Office — who have many good ideas for saving precious tax dollars. 
Please prnnit us to help you to address this problem. 

S. 31 4 does not address the issue of contract adntinistration. Of course, if Senator 
Thomas achieves Ns ot^ecttve of privatizing rmjch of the federal government, then an 
already problematic contract administration system would be hopelessly overloaded, 
costing the taxpaym even nwre money. 

Makfog contracting out decisions for the right reasons 

Mr. C hairman , you and many of your colleagues have spoken eioquentiy about the 
economic dtincitilies oonfforting wcildng- and ntiddle-dass Americans. WNIe ati of us 
cani agree on explanations and solutions, an of us would accept ttie simple principle that 
the federal go v ernment should not exacerbate those difficulties. 

That's why when we contract out we must do tt for the right reasons, if a 
contractor can do work mote cost-effectively than federal e mp lo y ee s becmse she has 
devised a better system, employs better managers, or has done a better job inqirhlng her 
workforce, then that work should be co n tr a c te d out But what happens If a conlractor can 
do the work more cost-effectively tiian federN employees merely because he pays Ms 
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employees inadequate salaries or provides few if any health care arnl retirement benefits? 

Mr. conbaiy to a lot of propi^arKla, pay and benefits fcr federal 

employees are not extravagant. Ifs well-documented that our pay lags behind 
employees in the private sector who perform comparable work by anywhere from 13% 
to43%. ns1her,feda^em(A>yeespayrrX)rethanalrrK^altoffoeircminterpartsinthe 
private sector for their health care and retirement benefits. Over 400,000 full-time federal 
employees don't have health insurarKe because the premiums are prohibitively 
e)q>en»w — ev«i foough our health care system, the Federal Employees Health Benefit 
Plan, is often cited as a model for some form of national health care. And the average 
before tax income of all U.S. retirees of $19,371 is in excess of the average before tax 
ainutf annuity of federal retirees. Quite simply, federal employees are not living high off 
the hog. Consequently, If work is being contracted out to finns that provide the 
government with savings simply because they provide their employees with compensation 
that is even more inadequate than that provided to federal employees, then I think 
lawtTtokers like yourself need to look at this phenomenon very carefully. 

It is underriable that the federal government is not an employment agency and toat 
lawmeikers ere obl^ated to ensure that taxpayer doiUirs are spent wisely. But, at the 
same time, the federal government, ostensibly the nation's model employer, should not 
be providing incentives to contractors to provide their employees with inad^iuate 
compensation. 

This is an emotional issue for both unions and contractors — and the absence of 
oomprehen^ve and reliable information invariably leads to fiery ttebates that shed far 
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more heat than light Therefore, Mr. Chairman, I suggest that you ask GAO to compare 
the compensation — pay, health care benefits, and retirement benefits — of the federal 
employees who have been downsized in favor of contractors with foat of ttie contr»::tor 
employees who have assumed their work. If it appears that significant savings from 
contracting out are being generated simply because the contractor workforce is poorly- 
comperssded, tten lawmakers like yourself need to consider the neces^ of ovrective 
measures to ensure that some basic floors exist for the pay, and health care and 
retirement benefits for contractor employees. 

Encourstolna managers to work with rank-and-file federal wnolovees to make the 
government even more competitive 

Taking a lesson from the private sector, the Administration issued an executive 
order in 1^3 that ^tablMed l^r-man^ement partner^i(» in s^enci^ throughout 
the federal government It hasn't been easy to change the hostile climate of labor- 
management relations in the federal sector, but we're making great strides. And that 
(Nogress s paying dvidencfo for the taxpayers. 

^Before partnership at the Naval Warfare Center, in Crane, IN, it took two years 
for the parties to cobble together a arilective bargaining agreement After 
pitftn«stup. the partes finished their ttogotiatfons in less ttam two montte. And 
by jointly designing new work systems and using self-«firected work teams, the 
union and management were aitie to eliminate 150 front-line supervisor and mid- 
level petitions, resulthm in sifosfontial sarirHjs to the tegMq^rs. 
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*At Anniston Army Depot, AL, the base Commander warned that if productivity 
problems couid not be solved in the small arms facility, it would be necessary to 
bring in forty-five new contract employees. A partnership studied the problem and 
began to make changes in manufacturing and supply; and now the facility is 
working better, more economically, and faster. 

•At the Department of Veterans Affairs (DVA) Medical Center, in Des Moines, lA, 
self-managed work teeims established through partnership have cut overtime costs 
from thousands of dollars every year to zero. These teams have also cut by more 
than one-half the amount of time that veterans have to wait for treatment at the 
hospital's clinic. One of the team members seiid that she used to work for a 
supervisor; now she works for her real customers: the nedion's veterans. 

•At another DVA hospital, in Albuquerque, NM, AFGE and management have 
jointly designed several new dinic^ programs to help care for veterans, induding 
a women's dinic, a new drug rehabilitation center, and a pain-management clinic. 
Other quaitty improvements designed in partnership by the union and marragement 
have reduced the watting time for patients from four hours to thirty minutes. 

•At the Depeufonent of Labor headquarters, here in Washington, DC, AFGE and 
management developed a program called ‘Serving Our Customer.* Teams of 
supervisors and employees were brought together to identify customer 
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improvement opportunities. The teams were empowered to impiement their ideas 
without further review by any management ofRciai. When it was ali over, this 
innovative program produced almost 10,000 decisions — not recommendations, but 
decisions — for improving service to the agency's internal and external customers. 

Mr. Chairman, it would have been easy for a federal employee union like AFGE^ 
during a time of unprecedented downsizing, to do nothing more than fuss and fight. But 
we didn't Our members are striving every day to make the federal government the 
world's best service provider. Until I have an opportunity to discuss with you personally 
labor-maneigement partnerships in the federal sector, I hope that you will take the time 
to review a copy of Parmershio That Works that I am submitting under separate cover. 
This AFGE publicatioficliscusses in detail almost 30 different partnership success stories. 

CONCLUSION 

Again, Mr. Chairman, thank you for inviting me to testify at today's hearing. AFGE 
is ready to work with you to ensure that non-inherentty govemmentai work remains 
subject to strong public-private competition before it can be contracted out 
As you consider S. 314, 1 ask you to keep several principles in mind; 

Just because a service has always been provided by the federal government 
doesnt mean that federal employees must do that work in perpetuity. 
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Just because contractors are hard-working taxpayers, as Senator Thomas often 
remincte us, doesn't mean that they have some entitlement to funds in the public 
purse. After all, federal employees are also hard-working taxpayers. 

Just because ^encies — with managers and rank-and-file employees often 
working together in partnership — are more successful competitors in the A-76 
process doesn't necessarily mean that the system has suddenly become defective. 

And just because contractors aren't winning as many A-76 competitions now as 
they had in years past doesn't necessarily mean that they are being victimized by 
bi^tsed public-private competitions. 

We also ask you to seriously consider the suggestions we have made for 
Improving the competition process and generating savings for taxpayers. 

The bottom line, Mr. Chairman, is that although we have our own point of view, 
AFGE is ready to work with you to address the concerns that have been raised at today's 
hearing. 
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activities and achieve c»st savings 
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provides an approach to achieve these 
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2. The Array haa been tasked to study CA functions totaling 
16,000 spaces. 'Forces Cooinand's share (DA directed) is 4700 
spaces (1500 in (FT 96 and a total of 3200 in FTs 97 and 98) . 
Installation in^ut to date is only 33 percent of our share. 

3. To ensure sifeiport of the Array's privatization effort, we have 

established insolation quotas. Based on a review of the FT 95 
CA inventory, y6ur fair a>iare' is 767 spaces. You liave cuarrently 
identified 645 i^racos for -study. We need yob to in cr ea sa t)>a 
number of spaces identified for study by 122 in FT 98 (end) . 
Submit the funcdons you select and associated spaces to this 
headquaJd»s,_A^TN: AFPI-IMP^ by 2^_JUno_ . 

4i'''^The D<» hasilnforii^ the services and agencies that '•sefed 
/^ney* will becqrae ' available beginning in FT 97 . These funds \ 
(will bo distributed in the amount of JIOOO per space based on ' 
iDf,:^cial notification of FT 96 studies . . 

5. For more information, contact Mr. David Mayes, DSN 367-6254. 
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MEMORANDUM FOR DISTRIBUTK^ 

SUBJECT: Results of the DMCs' Revenue Based Staffing Plans 


1. The outstanding effort you put forth in developing your 
staffing plan is appreciated. The results show the bottom-line 
objective was achieved to attain the targets for Fy9e: 2,116 A- 
Goal staffing and an A-Goal Revenue per FTE of greater than 
$230,000. Enclosure 1 contains the narrative results of each 
DMC's submission and the Resource Management Advisory Group 
(RMAG) approved A- and C-Goal staffing levels for FYBS. 

Enclosure 2 is a spreadsheet synopsis showing the following 
staffing breakouts: the original FYSS Staffing Projections from 
the June 1996 model, the DHC requested staffing from their plans, 
the RMAG approved staffing levels, and the MC onboard staffing 
as of 31 December 1996. 

2. The attachment identifies each DMC's RMAG approved strength 
for civilians, military, and contractor personnel. That strength 
is your new ceiling and is not to be exceeded without exception 
approval. These numbers will be used by RM during the build for * 
the rY99 budget. In order to assist you in implementing your 
plans, the following guidance is provided. 

a. If your site is below target and ypu require filling a 
position at the GS-12 and below level, you may utilize 
contractors or reengineer the position for filling under the DISA 
Bridge Position Program to meet your need. However, you are not 
authorized to increase your civilian end strength. 

b. Due to the variety of versions and overall age of many of 
the exception requests currently submitted to WEI and the RMAG, 
ALL pending requests for hiring exceptions are canceled effective 
with receipt of this memo. If you determine that you have a 
critical position that performs an inherently governmental 
function such as supervision, technical COTR, senior security 
specialist, contract management, senior financial management, 
etc., a new request for exception hiring should be prepared and 
forwarded to WEI. 


Quality Information for a Strong Defense 
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DISA. MESTHEM Maw, NEOI, Besults of the CMCs' ReTanue Based 
Staffing Plans 


c. Me are still Marking several issues relating to filling 
vacancies fran within the MESTHBi 'fanily* and will update you as 
decisions and solutions are achieved. 

3. Quarterly, we tiill be reviewing %ilth you your staffing plan 
revisions. ^The next review will occur in May 1997. Details will 
be provided to you under separate cover. 

4. Points of contact for staffing plan guidance are staff 
■esbcrs of HE04 at DSM 969-9600 or coanercial (614)693-9600. 
Points of contact for personnel actions are NEl staff nenbers at 
DSM 761-2284. 


2 Enclosures a/s 



Distribatlon: 

NEO, HEOCS, HEOl, ME02, NE04, MEOS, NE06, IKl, NE2. NE3, Iffi4, 
NES, MEA, MBS, «D, MEB, IRG, WH, MEJ, NEK, NEL, HEM, HEP, HER, 
NES, NET, HEM, HEX 


2 
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PROUD 
TO MAKE 
AMERICA 
WORK 


t AFGE PEOPLE 


John N. Sturdivant 

NaNonil Pi w Wnt of ttw Aimrlcai F eder at ion of Gkivemment Employeee 

Shaping a New Vision for the Federai Workpiece 


Tbraagh an Ae 
Congieaainnalddieie about 
tbe role and leapmarihiliiies cf 
die fedeol govomnent, one 
penoo ia nuddng ame UJS. 
tax ddln anen’t watted anl 
dut vital [Bddic tervicea 
aren’t lost JotaiN. 

Sturdivant, pretideotaf tbe 
American Fedetathai of 
Govemment Employees 
(AFCK), wbicb tepreacas 
over 700/100 vratten in 
1,200 Locale tbeougbont tbe 
U.S., its l ei ri ioiie s atid die 
District of Cohunbia, ia a 
watchdog ^rintt meffickncy 
and a cl^picn of woatoand 
human rights. 

Sturdivant, a lull pinner 
in Preaident Clinlon’s cfibtta 
Co reinvent govenuaent, knows Americans want a 
more effective gowenanent. He has made AFGE 
a leader in moving the fEdenl woikpiace fiom 
ted tape to tesuha. 

AFCS combuts the nodcn that wnifceis are 
pact of the probiem when it comes to mcreasing 
govemnentefl ici enc y . Thanks to leadeis like 
Sturdivant, fa mine woikm are perceived at de 
sohitiao and AFUE nembeis are hrmg ii ^ about 
impoitau changes in the way the fedeiat govem- 

memopetalet. Sturdivant warns to enaure that 
govenuneut employees are a pan of the driane on 


what kind of America people 
want. 

During the 199S and 1996 
government shutdowns, inten- 
sive work by AFOE secured 
important public suppoct for 
the lumdreds of thousands of 
govmnmem employees who 
were lacked out of their jobs 
orhuced to work without pay. 
As a result of AFOE’s com- 
prdiensive campaign, strong 
public pressure was brought to 
bear on an intractable 
Congress, ending die shut- 
doum and returning federal 
emidoyees to work with die 
guarantee of back pay. 

As a key member of the 
National Partneiship Council 
led by Vice Resident A1 Gore, Stuiihvam has 
helped agencies like \feterans AfEairs and Social 
Security, once plagued with adversarial labor 
relarions, improve customer service and save tax- 
payers’ money. It is these improvements that led 
the editw of Qunliry Fmgnrss magazine to write, 
“I have seen the foture ct quality in America and 
it is the govenunent wDrirer.” 

The changes Sturdivam’s leadership brings to 
the federal workplace haw not only given woric- 
ecB a greater voice on the job, but also removed 
the roadldocks which prevented them fiom tal^ 



Anwfican taderalion of Govommnnt Employees, AFL-C10 
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John N. SturdIvant/page 2 

pan in the political process. A familiar face on 
Capitol Hill, Sturdivant helped AFGE achieve its 
20-year legislative initiative widi the passage of 
Hatch Act Reform, legislation that allows federal 
enqrloyees to become politically active without 
undue restrictkms. 

Ihe new political activism shared by so many 
AFGE members is a feflectioo of Sturdivant’s 
passion for politics. He is an at-large member at 
the Democratic National Committee of the 
Commonweatlb of Mrgittia. A former ten-year 
Democratic State Central Committee mem^ he 
pnsently serves on die Fairfax County 
Dettuxnatic Committee. 

SUirdivam has not only turned up the volume 
on die chorus of federal workers and diOT issues, 
he has also been a new voice for America's 
minorities. One of Ebony JHagmfiie’j 100 Most 
Influential Blacks in America, Sturdivant is the 
first black to head AFGE and first to serve as 
president of a major AFL-OO unkxi. Elected in 
1988, Sturdivant also serves as a vice-peesideiit 
of the AFL-CK), 

Bom far Philadelphia on June 30, 1938, 
Sturdivaiit was raised inBridgepoit, Cconecdcnt 
In 1956, he enlisted in the Air Fence where be 
was an dectronics technician until I960, He 
began his civilian career in 1961 as an enqiloyee 


of the United States Army Interagency 
Communicadoiis Agency in Winchester, Virginia. 

An AFGE aedvist for over 30 years, 
SOitdivam rose ttarough the leadership tanks of 
Local 1754 in Winchester, serving as Locai presi- 
dent born 1968 to 1976. Since his eariy days, 
Stundivam has focused on the vital role organiz- 
ing plays in building a successful union, hr 1976, 
be aceqaed a staff position with the AFGE 
Nadonal Office in Washington, D.C Priortohis 
1982 election as Execudve Ifice President, 
Sturdivant served as Director of Oiganizatinn and 
Administradve Assistant to his two immediate 
predecessors. 

In addition to his work on behalf of govern- 
ment em{doyees, Sturdivam is a leader in the 
nadonal AFL-OO. He was elected vice presi- 
dent on the AFL-OO Execudve Council in 1989 
and serves on many key committees. 

Sturdivant’s studies continued ndiile he was 
working on AFCS’s staff. He received his 
Bachelor of Arts degree in Labor Studies fiom 
Antioch University in 1980 and cmnirieted two 
years of evening law school at George 
Waihinginn Uifotenity. He alto serves as a 
trustee of the George Meany Center fixr Labor 
Studies. 
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American Conereg on Surveying and Mapping 
5410 Grosvenor Lane, Bethesda, Maryland 20814 
Phone: (301) 493-0200; Fax: (301) 493-8245 


Statement of the American Congress on Surveying and Mapping to the Senate 
Governmental Affairs Committee’s Subcommittee on Oversight of Government 
Management, Rcstmctnring, and the District of Columbia on S. 314, Freedom From 
Government Competition Act 


June 18, 1997 


The American Congress <hi Surveying and Mapping (ACSM) is pleased to submit its 
views on S. 314, the proposed Freedom Frmn Government Competition Act. ACSM is an 
individual membership society that represents more than 7,500 professionals in the fields 
of surveying, cartogrt^y, geodesy, and geograidiic information systems technology who 
work in both the public and private sectors throughout the world. ACSM is made up of 
four member organizations that serve as special interest groups. ACSM’s member 
organizations are the American Association fm Geodetic Surveying, the Cartogr^hy and 
Geographic Irtfortnation Society, the Geogra{^c arxl Land Information Society, and the 
Nation^ Society of ProfessitHial Sirrveyots. 

In commenting on S. 314, ACSM seeks to reynesent the interests of its private- and 
public-based members, Ae surveyirtg and tn^^ing profession as a whole, and the nation’s 
long-term interest in mrsuring the availability of comprehensive, timely, accurate, and 
useful geospatial infortnatiotL 

General Comments on S. 314 

ACSM cotnnimids Senatnr Thomas, Chairman Brownback, and the other Senate sponsors 
of the Freedom From Government Ccmqjetition Act for introducing the bill. S. 314 makes 
an important cortlributicm to die ongoing debate over the tqqtropriate roles of government 
agettcies and tire private sector in providing needed services. Whether, and to what degree, 
services provided by agmicy staff should be outsourced to private firms is an important 
part of that debate. 

ACSM believes it can lodt at outsourcing objectively because its membership includes 
surveying and nuqiiHng pnffessionals vrix> work in private firms as well as government 
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agencies. ACSM also can contribute to the debate from its experience over the past two 
years in generating a nonpartisan study of the appropriate future roles of government and 
the private sector In surveying and mapping. Scheduled for completion this fall, the study 
on "U.S. Geographic Information Resources” is being conducted by the National Academy 
of Public Administration (NAPA), a policy analysis organization chartered by Congress. 
The study will include a discussion of outsourcing that ACSM believes will prove helpful 
to the subcommittee as it examines S. 314. 

S. 314 provides a framework for determining whether a given service or product should 
be supplied by agency staff or outsourced to a private firm. Essentially, all goods and 
services are to be outsourced unless they are inherently governmental or should be 
provided in-house for reasons of national security, best value, or because private sector 
sources are inadequate to satisfy an agency’s requirements. While the bill’s framework is 
helpful, ACSM believes it is impossible .to determine S. 314’s real-world impact, 
particularly on services provided to the public by technical professions such as surveying 
and mapping. For technical fields, S. 314 raises important questions about agencies’ roles 
as providers of base data, ownership of data, maintenance of agencies’ core capabilities, 
and other issues. 

ACSM Opposes Enactment of S. 314 

ACSM supports having increased opportunities for its private sector members to contract 
with government agencies to perform surveying and mapping. ACSM opposes enactment 
of S. 314, however, because Ae potential impact of the measure is largely unknown. We 
are concerned that enactment of S. 314, without further assessment of its potential impact, 
could disturb the interdependent relationship that exists between government surveying and 
mapping agencies and private sector professionals, perhaps disrupting the nation’s access 
to timely, accurate geospatial data. We also believe that S. 314 proposes a broad-based 
solution to procurement situations that are best addressed on a targeted basis. 

Before enactment of S. 314 is pursued, ACSM believes Congress needs: 

■ More information on the appropriate roles of government and the private sector in 
technical fields such as surveying and mapping; 

■ A better understanding of procurement decisions at the individual agency level. If 
agencies are inappropriately competing with the private sector, whether through 
interservice support agreements (ISSAs) or in-house procurements, ACSM believes 
those practices should be examined on an agency-by-agency basis. 


On April 10, 1997, ACSM’s Board of Direction adopted a position statement expressing 
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opposition to the Freedom From Government Competition Act as currently drafted. A 
copy of that statement is appended to our testimony. 

Surveying and Mapping Agencies and Private Firms Are Interdependent 

As a national society with both public- and private-based members, ACSM believes it can 
take a balanced view of the issue of government competition. On the one hand, we 
strongly support an outcome that provides increased opportunities for our private sector 
members to contract with government agencies. Technological advances in the last twenty 
years have given private firms the ability to perform surveying and mapping tasks that 
previously only government agencies could complete. It is also true that many of the 
technical advances in the profession, particularly in the field of GIS, or geographic 
information systems, are occurring in the private sector. There is no question that private 
surveying and mapping firms can complete many tasks that government agencies 
traditionally have performed in-house. 

On the other hand, ACSM members who work in surveying and mapping agencies such as 
the Bureau of Land Management, the U.S. Forest Service, the U.S. Geological Survey, 
and the National Ocean Service raise important cautions about the need to retain core 
capabilities. Private firms may be able to perform most production under contract, but 
agencies must retain in-house technical expertise and some production to ensure that 
contractors’ products meet quality standards. In-house staff also are needed for contract 
negotiation and administration, preparation of government-supplied materials, and quality 
assurance. 

ACSM does not know how other professions or industries view their relationship with 
government agencies, but for the surveying and mapping profession, the operative word is 
"interdependence." 

Looking first at the private side, it is clear that private sector surveying and mapping 
professionals depend on government agencies for accurate base data that serve as the 
foundation for geospatial products. For example: 

■ Professional land surveyors depend on the National Geodetic Survey (NGS) for 

accurate, consistent positioning data (coordinates and elevations) upon which a variety 
of surveying products and services are based, including property surveys that are part 
of GIS mapping projects based on a common coordinate system, and engineering 
projects such as ihe placement of highvrays and the construction of bridges and water 
delivery systems. NGS develops survey standards and specifications and provides local 
baseline standards by \^ch professional surveyors check or calibrate electronic 
distance measuring equipment. NGS also transfers new technical developments, such as 
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the Global Positioning System (GPS) to the private sector. GPS is increasingly being 
used by professional land surveyors for efficient, accurate measurements. 

Land surveyors also depend on the U.S. Geological Survey in their work. USGS 
provides (1) basic geo^atial data to which cadastral (i.e., property boundary) 
information can be related, (2) mapping requirements for map revision, orthoimagery, 
and so forth, and (3) a nationally consistent, accurate map series that depicts the Public 
Land Survey System. 

■ Geographic Information Systems/Land Information Systems (GIS/LIS) specialists 
depend on government agencies to provide the base mapping and earth science layers 
for GIS/LIS jHojects. Agencies provide reliable, standard, multi-scale base cartographic 
data such as digital elevation models, digital line graphs, digital raster graphics, digital 
land use/land cover, and digital orthophotoquads, as well as various speci^ized data 
sets covering geologic, hydrologic, and biologic phenomena on the land sur&ce that 
GIS/LIS specialists employ in creating their products. 

■ Private-based cartographers and academics depend on agencies for (1) estaMishing map 
standards, (2) base m^ts from which enhanced or value-added maps can be produced 
and resold or onto which research is plotted, and (3) digital orthophotographs for 
compilation of map features. 

On the public side, there is interdependence between federal agencies, and between federal 

agencies and other levels of government. For exan^le: 

■ Other federal agencies depend on USGS to coordinate the collection of a broad suite 
of geo^tatial data and research, including providing GIS suf^rt, a|q>lications 
development, and orthophotographic base data. ISSAs ate one mechanism used to 
provide this information. 

■ Other agencies depend on NGS for positioning data for tq>plications ranging from 
defining political boundaries, to national defense, to communications systems. 

AgeiKies use these dida to make decisions on placetmnt of hi^ways, fuel ^rage 
sites, geothermal energy development, and other structures in areas prone to 
eardiquakes, subsidence, and fault zones. The data are also essential to the 
development of inecisitm agriculture, "smart” highways, mtd odier lemiing-edge 
transpoilation systems. For example, the National Ocean Services is currently 
conducting a {nlot project in San Francisco Bay to determine accurate, real-time 
poalitMis aiKl cleatiuices for la^ container ^ps uid oth» orean-going vessels. 
Findings from the project will help make the U.S. more competitive in conunercial 
shipping by enabling shipping companies to increase the capacity of their vessels. 



127 


ACSM Statement on S. 314, Freedom From Government Competition Act 
June 18, 1997 
Page 5 


■ State and local governments use USGS base data for GIS and other applications; base 
data are also used as an unbiased, accurate basis to which more detailed information is 
added, such as for legal, tax, and other official purposes. Many state governments 
cooperatively produce maps and digital geospatial data in conjunction with USGS. 

Finally, it is clear that agencies are increasingly dependent on the private sector: 

■ In response to personnel cuts and direction from Congress, federal surveying and 
mapping agencies increasingly are turning to private firms for surveying and mapping 
products. Our members at USGS, for example, report that approximately 50 percent of 
their map production in FY 1997 (ca. $40 million) will be done in conjunction with 
the private sector. 

■ Of course, agencies need to maintain enough technical staff wdio are current in their 
knowledge in order to oversee the work of contractors. It is also clear that private 
firms will continue to depend on agencies to perform surveying and mapping of areas 
that are not commercially attractive. For example, private firms would not routinely 
update base maps of federal lands, rural areas, or forests. Ownership of geospatial date 
is another concern that has arisen as outsourcing increases. However, S. 314’s potential 
impact in this area is completely unknown. 

The foregoing analysis illustrates the interdependence that characterizes relations between 
surveying and moping professionals in the public and private sectors. Other techmcal 
professions may evince a similar relationship between agencies and private firms. ACSM 
believes Congress needs more information on the impact of S. 314 on surveying and 
mapping and other technical goods and services before it moves the bill toward enactment. 

Study of U.S. Geographic Information Resource Will Provide Valuable luformation 

Since 1995, ACSM has played a leading role in generating a nonpartisan study of the 
appropriate future roles of government and the private Sector in surveying and nuqiping. 
The study, "U.S. Geographic Information Resources," began in October 1996 and will be 
completed this fall. Conducted by the National Academy of Public Administration 
(NAPA), the study examines options for reducing duplication in the surveying and 
nuqtping activities of federal agencies or for increasing the amount of surveying and 
m^ing done by private firms. The study vrill look at outsourcing, the qjecific focus of 
S. 314, as well as hroader oi^ons such as privatization, consolidation, downsizing, or 
elimination of certain agency functions. Other issues covered by the study include public 
purpose; the policy bases of surveying and mapping; leadership, coordination, and 
standards; structure and organization; intellectual property rights; inicii^; partnerships; 
technology; and domestic-nationd security relationriiips. 
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ACSM identified the need for a study in 1995 when Congress considered three different 
proposals dud had nu^ implications for both public- and private-based survey and 
mai^uiig profesrionals. One pnqxisal would have abolished die U.S. Geological Survey. 
AiKdher proposal would have atoliriied the Commerce DqMdtment and moved certain 
functions, including surveying and nuppii^ activities, to other federal departments. A 
third proposal would have required die DqMrtment of the Interior to contiact out all of its 
surveying and mappir^ activities within six months. 

Although none of diese proposals became law, their consideration by Congress provided a 
wake-iqi call to our profession. We concluded thti any decirions Congress and the 
administration make to alter the balance bet w ee n public and private sector responsibility 
for surveying and mapping should be guided by current, conqirdiensive information about 
die profosion and the reflective capabilities of public and private entities. ACSM 
ideiMified NAPA, a nonpartisan, Congressiondly chartered policy analysis organization, as 
the appropriate entity to conduct the study. Four federal ^encies that play major roles in 
surveying and mapping agreed to sponsor the study. The fxmsoring agencies are the 
Bureau of Land Management, die National Ocean Service, the U.S. Forest Service, and the 
U.S. Geoiogicai Survey. 

NAPA’s study will be completed this fell. ACSM believes the study’s findings will prove 
helpfiil as the stibcommittee consideis S. 314’s potential impact on technical piofessim 
suA as sutveyiiv and mappiiv- recommend that the subcommittee not approve S. 314 
until it otamines the findfaigs of the foidiconiing study, "U-S. G eogra p hic li^umation 
Resourees.* Backgaound materials on the study «« appended lo our statement for the 
subcommittee’s information. 

ISSAs Create Work fMr Privale Firms 

ACSM dao urges die subcommitlee to cardully conrider die impact of S. 314 on 
interaervice support agreements (ISSAs). Subsection 30>)(2) of the bill would prohibit 
agencies feom obtahung goods or services foam, or providiag goods and services lo, any 
odier govetmaem entity. Although inletagen^ arrangements ate allowed under die 
exceptions conteiiied in Section 3(c), some supportns of S. 314 have made it clear that 
they would like to complteely pndiM ISSAs. 

Opposition to ISSAs is baaed on the assumption that agencies that perform worit for other 
agencies dearly are conapeting i nap propr ia te^ with the private sector. ACSM cannot 
speak to die government-wide impact of ISSAs on privale firms, but in surveying and 
mappitig foe reality is diat ISSAs fiequendy create opportunities fin private firms to 
contract with agendes for die production of surveys or maps. Exanqites include the 
Nationtd Aerial Photography Program, Ugital Orfoophoto Quadranf^ DqMrtment of die 
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Interior High Priority Program, and the National Digital (hrtho|d)oto Program. 

ACSM stqqxMEts the use of ISSAs that provide ORXirtunities for its private sector members 
to contract with govemmeM agencies. In surveying and nuq>ping ISSAs can provide 
effective, cooperative funding mechanisms mid often are the most cost effective iqipioach 
durou^ which agencies can obtain base data and relaled services needed to carry out their 
missions. For exanqsle, devekqtment of the GPS Continuously Operating Rderence 
Stmicms (CORS) network woiM not have been possible without interagency agreements. 
Development td* CORS involved the coiqieratiaa of five federal and seven state and local 
agencies that pooled dieir resources and avoided dqilication of activities. 

Eliminaticni of ISSAs would fmce Federal agencies to create redundancies and incur 
increased costs, thereby reducing oi^xHtunhies for outsourcing. S. 314 would force data 
users to become, in effect, data producers. Agencies that currently use data provided by 
other agencies would have to develop in-house expertise on the production of data. Th^ 
would have to conduct studies of the production methodologies of their aster agencies and 
of the private sector firms that claim to be able to produce the same data. To conduct an 
effective and accurate study, every requesting agency would have to become as 
knowledgeable about the data as those agencies and firms they woidd be compming. This 
would require additional effort and personnel on the part of the requesting agencies, most 
likely outside of their missirms. If the studies found tot private sector contracts me more 
cost effective than obtaining the data from producing federal agencies, the requesting 
agencies would incur significant additional costs to manage mid operate a contracting 
process. 

Before the subcommittee aiqnoves a blanket inohibitioa on ISSAs, we recommend tot the 
pmiel examine ISSAs on an agency-by-agency basis to determine the extent to which such 
arrangements inhibit contracting or, in fact, create work for private firms. 

Congress Needs More Information Before S. 314 Becomes Law 

ACSM commends the ^nsors of S. 314 for throwing a ^tlight on the important issue 
of government competition and for revising the [noposal in response to concerns raised at 
hemrings in 1996. We ojppoee eimctment of S. 314, however, because the bill’s impact on 
the inovision of technical goods and services remains unknown. Before the bill moves 
forward, ACSM believes Congress needs more information on the appropriate roles of 
government and the private sector in technical fields such as surveying and mapping. The 
forthcoming NAPA study, "U.S. Geogia|diic Resources" will provide infonnation tot will 
help the subcommittee imderstand the pos and cons of outsourcing for surveying and 
miqqiing. The study’s general findings may have qqilication to other technics (nofesmons 
that would be affected by S. 314. ACSM recommends that Congress take no action on 
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S.314 until it has examined the findings of the NAPA study. 

ACSM also recommends that the subcommittee gather more information on individual 
agencies' procurement decisions before moving to q>|nove S. 314. Examination of a 
representative sample of agencies that have elected to perform services in-house, or that 
perftmn work for other agencies, could provide helphil information on the procurement 
issues addressed by S. 314. 

ACSM qtpteciates this opportunity to present its views on the proposed Freedom From 
Government Competition Act and will be pleased to provide additional information on any 
point in our statement Please contact Joseph Kuchler, ACSM Government Afbirs 
Director, at 301-493-0200. 
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Adopted by ACSM’s Board of Direction: April 10, 1997 

The Freedom From Government Competition Act 
(S. 314, H.R. 716) 


The Freedom From Government Competition Act (FFGCA) has been reintroduced in the 105th Congress as 
S. 314 by Sen. Craig Thomas (R-WY) and as H.R. 716 by Rep. John Duncan, Jr. (R-TN). Although some 
exceptions are provided, the proposal would require the federal government to procure from the private 
sector roost of the goods and services it needs to carry out its functions. The legislation also would restrict 
agencies’ ability to provide goods and services to other agencies through Interservice Support Agreements 
(ISSAs). 

The bill is supported by a coalition of small business organizations. The FFGCA is controversid because 
the long-term consequences of the government-wide reorganization and downsizing of agencies it would 
require are unclear. For the surveying and moping profession, the issues raised by FFGCA are closely 
related to those generated by the contracting out debate, and the fmdings of the NAPA study will be 
applicable to Congress’ 1997 debate on this proposal as well as to discussions of contracting out that will 
arise during consideration of the FY98 budget. 


ACSM Position Statement 

ACSM is a professional society with members working in private surveying and mapping fi^tro as well as 
government agencies. In this position statement on the Freedom From Government Competition Act 
(FFGCA), ACSM strives to represent the interests of public and private members, the profession as a 
whole, and long-term national interests. 

ACSM supports having increased opportunities for its private firm members to contract with government 
agencies to perform surveying and mapping. However, ACSM is very concerned that FFGCA propose a 
broad-based solution to situations that are best addressed on a targeted basis. If agencies are inappropriately 
competing with the private sector, ACSM believes those practices should be addressed on an agency-by- 
agency basis. 

The FFGCA’s approach of requiring that all government functions that are not "inherently governmental" 
be outsourced to the private sector would produce long-term effects that are largely unknown and potentially 
disruptive to the nation’s need for accurate, accessible geospatial data. FFGCA’s impact on the ownership 
(public or private) of geospatial base data is unclear, but the proposal’s potential effect on this area is of 
great concern to ACSM. 

FFGCA also would sharply curtail the use of Interscrvice Support Agreements (ISSAs). In surveying and 
mapping, ISSAs can provide effective, cooperative funding mechanisms and often are the most cost 
effective afqiroach through which agencies can obtain base data and related services needed to cany out 
their missions. ISSAs frequently create opportunities for private firms to contract with agencies for the 
actual production of surveys or maps. Elimination of ISSAs would force Federal agencies to create 
redundancies and incur increased costs, thereby reducing opportunities for outsourcing. ACSM supports the 
use of ISSAs that provide opportunities for its membeis to contract with government agencies. 

RESOLVED, „ . . . 

For the reasons outlined above, ACSM opposes the Freedom from Government Competition Act as 
currently drafted. ACSM further recommends that Congress take no action on this proposal until it has 

ftom the National Academy of Public Administration smdy of geospatial information that will 
help lawmakers make sound public policy with respect to FFGCA’s impact on surveying and m^mg. 
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Statement of the 

International Association of Environmental 
Testing Laboratories 

For the 

Committee on Governmental Affairs 
Subcommittee on Oversight 
of Government Management, Restructuring 
and the District of Columbia 

June 18. 1997. Hearing 


The International Association of Environmental Testing Laboratories (lAETL) has more than 
150 member environmental testing laboratories located throughout the United States and 
Canada dedicated to environmental testing analysis related to programs such as Superfund, the 
Clean Water Act, and RCRA. lAETL supports the Subcommittee's efforts to increase Federal 
reliance on the private sector for all commercial activities and particularly environmental 
testing analysis. 

lAETL member laboratories have established world class quality and service benchmarks. 

They can reliably and accurately perform the majority of the environmental testing analysis 
now performed by govmrnnem laboratories. lAETL member professionals receive rigorous 
cross-training to analyze samples for a wide variety of target analyses. In addition, lAETL 
member laboratories are equipped with state-of-the-art analytical instrumentation and are 
subject to stringent quality assurance and quality control programs. lAETL member 
laboratories are also certified and/or regularly audited by external federal and state regulatory 
agencies including the U.S. Departments of Defense and Energy, and the U.S Environmental 
Protection Agency. 

In recent months, lAETL lias tracked and analyzed date on the growth of government 
laboratories' competition with commercial environmental testing laboratories. These figures 
clearly show that such competition has been growing, even at a time of government^ cutbacks. 
This unfair competition is causing substantial job losses in the private sector. In 1993, 
environmental testing was a $1 .4 biUion industry. As a result of government laboratory 
ron,pMitir.n as well as a number of oth« fectors, environmental testing is now only a $600 
million industry. 

The most evident and rapid change in recent years involved the Department of Energy's 
competition with the private sector. The Department's quarterly Utilization Management 
Reports show that the percentage of analytical testing which was outsourced (done by 
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commeixial laboratories) has dropped from aroumi three-frHuths to about one-half in just on 
year. During that period, commoeial laboratories' analytical testing business with DOE was 
cut from S16.2 million to S7.7 million. At the same time, DOE's in-house laboratories' budgets 
rose from $6.5 million to $7.4 million. 

In its June 20, 199S, quaiteriy report, DOE recognized that the decrease in outsourcing was 
"an un&vorable direction”. In its September 29, 199S, report, DOE recognized that there was 
an inverse relationship between the average cost per analysis and the decrease in outsourcing 
stating that "cost increases coincide with reductions in commercial laboratory use.” 

On November 3, 1994, the DOE Inspector General issued a report on the "Effectiveness and 
Efficiency of the Rodcy Flats Analytical Service Program” finding that in-house DOE 
laboratories had a 24% average sample analysis failure rate as compared to a 3% rate in 
private laboratories. The Inspector Gcaeral also found that in-house h^ratories were less 
efficient than private laboratories and that Rodcy Flats' preference for in-house laboratories had 
increased program costs by $2.9 million. 

On average, the private sector realizes savings between 10 and 30% when they outsource 
commercial activities. The Chrysler Cotporuioo, for example, saved $2.6 billion by 
ousourcing the construction arid manufiicturii^of maior automotive components and 
accessories. A recent study by the Defense Science Board estimated an amiual savings of $12 
to $16 billion if only half of the commercial frmctions performed in-house by the Department 
were offered to the private sector. Savings govcrnmem-wide could be as high as $30 billion 
annually. 

In addition to dhecdy saving taxpayen $30 bffion annually, outsourcmg commercial fimctions 
would rdso residt in increased tax revenues fix state and local government s throi^bout the 
Uffited States. Private sector contracion would pi^ property taxes on their feciUties and 
equipment and mcome taxes on their profos. Mtmj^ would be created and tax rates at all 
leveb could be reduced. 

lAETL urges the Subcommittee to consider fevorably and report the provisiont of & 314 . 

The mechanisnis established in £ 3/4 are needed to move the federal government fixward and 
to encourage federal managers to finaMy get on wMi identifymg rite commercial fimctions 
requited to perfixm their mistions and to offer those fimctions to the private sector. True 
refixm wiH not take pfawe untfi Congress makes it dear that h wifi not continue to tolerate 
inefficient mid watte. 

For fiirther iiffiHnwtkm please contact Linda E. Christenson. Esq., lAETL Executive Director, 
at (703) 739-2188. 
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Members of the Subcommittee: 

On behalf of the more than 120,000 members of the American Soci^ of Civil 
Engineers (ASCE), I am pleased to have the oppMtunity to comment on The Freedom From 
Govmmient C(»q>etition Act (S.314/H.R.7IQ introduced by Senator Craig Thomas (R-WY) 
and Congressman John J. Duncan, Jr. (R-TN)- 

ASCE, founded in 1852, is the oldest national engineoing society in die United States. 
M«nbetdiip is equally divided among engineers in private practice; engineers working for 
federal, stale and local governments; and, dxxe en^loyed in research and academia. 

While ASCE commends die Administratioa and Coi^ress for their leadnsh^ in trying 
to make the federal goverunent more efScient and less cosdy for American taxpayers, we are 
conconed that this legislation, as currendy written, could be interpreted as mandating the 
federal government to procure all goods and services from the private sector. 

ASCE believes that the unequivocal pr eference for contracting out all goods and 
services to the private sector would not be in the best interests of the government As a civil 
engineer who was empktyed by the U.S. Army Corps of Engineers for more dian two decades. 
I understand the need to have a core staff of qualified, technical engineers working in the 
government to properly manage migineering contracts and to maintain long-range programs 
effectively. 

ASCE believes it is desirable for bodi federal employees and private firms to perform 
a variety of professional services for govenanent agencies. It is in the best puUic interest for 
every federal agency to maintain relstively constant levels of qualified staff rather than to vary 
employee levels as workloads change. 

GovermiKnt agencies need to contract out enough work to die private sector so that a 
qualified private work force is able to re^ond to changing government worUoids. 

Work adiich can be accomplished more effectively on a contract basis widi private 
firmsshouldbecontraciedout wife proper management by the public agewty. Theresulting 
ratio of in-house to contracted profemioaal services Aould be based upon the agency’s on- 
going prcgect and policy requirements rather than rigid rufes or percentages fixed by regulation 
or legislation. The government should avoid estaMishing an iidlexibie, fixed percentage for 
the acquisition of profesrional services, relying instead on die relatively dynamic needs of the 
government. 
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The Genenl Accountiiig Of^ Ims doleil in the past thu it is unwise for die 
government to rely extmisively/ notlo sqr^^Khif^ly, ph the private sector. 

Evoy administration since 19S5 has endcMed die c^DCEal pcdicy of relying on die 
private sector to support goverianent operatioiis. Whiie dib policy was designed, in 
part, to oisuie that finlnal agencies do not conqiete widi private enterprise, problems 
of overreliaiKe on contractors fw key fimctions have occurred. 

Federal Contracting: Cost-^ective Contract Uant^ement Requires Sustained Commitment, 
Before (he Subcommittee on Oversight and Investigations of the House Committee on Energy 
and Commerce, IQZnd Cong., 2nd Sess. (1992) (statement of J. Dexter Peach, Assistaitt 
Comptroller General, GAO) (em|riiasis added) 

With respect to profiesskHial engineering services, we believe that (hiring the process of 
authorizing, ftiriditig and administering federal engineering prrijects, issues often arise 
concerning (1) the i^pcopriate levels of in-house engineering staff for the govemmeid 
agencies; (2) the opdnami level of involvement \sy private engineering firms; and, (3) whether 
executive or adminislrative controls should be established setting a fixed percentage ^ an 
agency's wwk to be contracted out to private enguteeriiig firms. 

Govenment agencies need a staff of experienced and highly qualified engineers to 
maintain long-iaiige pfogtams effectively, to perfimn in-hooae ertgineering and to manage 
work contracted out to privtieen^neeriiigfimB, Long-range pn^rams are unique to each 
agency and require cootiniuQr of agency engmeets. The extensive co n t ra c t i ng out of these 
services would, over time, result in the loss of skilled government empkqrees with the 
technical knowledge to mauige billions (ffdollais in cmtracts. 

We believe diat consideiatian cX the piddic interest is of foremost iiii|)ortance in 
deidsioiis the use of in-house governmental or private engineering firms, and the 

pidilic is best saved by an effective Mending of in-house government oigineecs and private 
engineering firms qipropriate for the mission and the demands upon each puMic agency. 

For these reasons, ASCE bdieves tint unda no circumstances should the Freedom 
From Gove r nment GompetMon Act be interpreted as advocating total abolishment of all 
i^ency engiiMering ftmctions. Government agenda need to maintain cote capacities for 
researdi and devdopment, engineermg and design services, emergoicy response, oversight 
and enforcement. 

Thank you for consideting our views. We look forward to working with Congress to 
find a balanced solution to addtea the concerns of private-sector businessa facing unfeir 
competition fiom federal government agenda. 
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Mr. Chainnan, Members of Ae Subcommittee, oa behalf of Ae mme than 150,000 federal 
employees represaited by the National Treasury En^loyees Union (NTEU), I atqtreciate the 
oppmtunity to submit testimony on 314, "The Freedom fiom Government Competition Act of 
1997." 


In the last Congress, Senator Thomas (R-WY.) introduced a similar piece of legislation, S. 1724. 
NTEU vcfaemendy opposed S. 1 724 because it requited Aefnlefri government to purchase ^xxts 
and services fiom Ae private sector even if the product or services could be obtained at a lesser oori, 
wMigrealereffiriencyandofahi^ierqualityusiiig federal resources. S. 314 currently provides for 
compelitioa b e t ween Ae private and public sector, eliminates Ae transfer of federal govemmerrt 

fanciioiis to state go v ernments and does not require Ae contracting out process to be corrqileted in 
a specified period oftitne. NTEU apprecialesmHtyofAedtanges made to S. l724butcoiAnues 
to have grave coocem s over Ae btlL 

First and faremoal. NTEU stremtonaly objects to Ae underling premise in Ae biU that private 
entetpriseisalwaysAentostptDduelne,eflficietttandefiectivesaiaeeofgoodsandsetviGes. Nimj 
finds rdwotately no jnstificaliMi for S. 3 Id's mandate for Ae Office of Marragement and Budget to 

for Aeprovisinnofptodsattd services bv private 
sector soiacet.* bhanerous GAO Reports over the years have cited contract errst overruns, poor or 
nonexisterrt overarght and fare managenieat of corritacts as ratfonri seasotts why Aeir use must be 
tightly contmiled. OAO atuAes have detailed corAact abuses where Ae federal govenanent has 



140 


been charged millions of dollars worth of imallowable or questionable expenses by contractors. 

In March 1994, GAO issued a report entitled Measiirino Costs of Advisory and Assistance Service 
rontractors Versus Federal F.mnlovees. GAO found that the federal government could save 
millions of dollars by performing functions directly radmthan allowing them to be perfonned by 
private contractors. GAO reviewed nine previous studies comparing the cost of using contractors 
rather than federal employees to perform necessary goverrunent functions. The findit^s were 
ala rming For example, an audit of Air Force service contracts disclosed that the Air Force paid $4.7 
milli on in additional costs for certain contractor woA in fiscal year 1 990, and could have saved up 
to $6.2 millio n if the work to be performed under die optional years of the contracts were poformed 
in-house. 

A Department of Defense Inspector General report on certain consulting services contracts estimated 
that DOD agencies could have saved about $26 million fiom fiscal year 1992 to 1996, by gradually 
reducing their service contracts by 60 percent The repmt further estimated that contracting costs 
weiebetween21 and 40 percent higher than in-house perfcmnance. Another study of 11 Department 
of Energy service contracts estimated that the Department could have achieved savings ranging fiom 
3.1 to SS.4 percent, with an avoage of 2S.4 percent if the work were done in-bouse. 

These and other GAO studies highlight contracting-out abuses where the federal goverrunent could 
have saved millions of dollars by performii^ functions directly rather than paying for them to be 
performed by private contractors who charged millions of dollars worth of questionable expenses 
to the Federal Government. Despite the alarm over contracting out practices in the federal 
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goveimnent, eiqjaiditutes for conttactiiig out are on the rise and expenditures for government 
employees are on the decline. The Washington Post (9/23/95) reports that wdiile govenunent 
spending declined nationwide, local businesses reaped $20 billion in federal contracts — a 10% 
increase over the previous year. According to the Administration, the Federal Government's 
personnel costs stands at qtproximately $90 billion dollars annually compared to $1 IS billion dollars 
for service contracts. 

In recent years. Congress has qx>ken at great length about deficit reduction. NTCU strongly 
siqtports the concept of deficit reduction and is ready and willing to woric with Members of Congress 
on diis pressing proUem. Federal agency budgets are being slashed daily. However, we fool no (me 
when we siinply slash personnel costs and pass on die costs to less experienced and more costly 
contractors. 


The Federal workfiace txxlqr stands bdow 2 minio n employees; this is a reducficm of over 275,000 
federal employees since die enactment of the Federal Workforce Restructuring Act While Congress 
has muivtativl dfamatic federal i^iency downsizing in the name of deficit reduction, private sector 
procurement contracts, have been the fiistest growing area of federal spmding. It is ironic that 
tighter restrictirms on hiring federal employees have led to more expensive contracting out of 
services and increased federal ^tending. Althou^ there is no room in their personnel budgets, 
agmcy procuremait budgets are qten ended. 

OMB should review the cost efifectivmiess of bringing contracted work in-house when there armi't 
sufficient FTEs to petfiam the work. NTEU recommends diat die Corrunittee seriously consider the 
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feet that more budget flexibility on FTEs is necessary when it can be demonstrated through smdies 
that it would be less expensive to perform the work in-house. Government persormel ceilings 
prevent that decision from being made. NTEU strongly believes that agencies should be given the 
flexibility to use their budgetary resources to hire additional FTEs rather than comacting out the 
work if a cost analysis indicates that it would be mote effleient to conduct a particular service in- 
house. 

In short, NTEU is bewildered by this Committee's passion to contract out when volumes of 
documentation have demonstrated the ills of privatizing and outsourcing and agencies already are 
acting on their broad authority to contract out. 

NTEU is concerned that S. 3 14 will eliminate many important provisions contained in OMB Circular 
A-76 and its Match 1996 Supplement. This circular is the directive that governs all contracting out 
by federal agencies. The circular, issued under authority of the Budget and Accounting Act of 1921 
and the Office of Federal Procurement Policy Act Amendments of 1979, bars agencies from 
farming out “ inherently govermnental functions." (OMB Circ. A-76-# 5.b.) The A-76 Circular 
defines such functions as those "so intimately related to the public interest as to mandate 
performance by Government employees". (Id. at e.) Furthermore, the Circular gives specific 
examples of functions that would be considered inherently governmental. For further clarification 
OMB, Office of Federal Procurement Policy issued a policy letter in 1992 giving guidance on 
functions which must be performed by government officials and employees and what kinds of 
functions may be performed by private sector. 
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AUhniie h S. 314 does include wme of the A-76 Ciicular langua^ defining "inherently 
gnv MiiinwihilfiMietinmi, "it feihto provide die supporting explangtions and exanides provided by 
the Ciicular and the policy letter. NTEU strongly advocates that S.314's definititni of "inhnently 
govenunenial" include die exanqdes and eiqilanations provided in the Circular and policy letter in 
order to better darify die bill’s inteoL 

As staled enlier, A-76 was revised in early 1996. Among die changes in die StgiplenMnt was a 

provision to allow the Govenaneot die opportunity to win back a contract tder it has been cortwcled 

out if the swvice can be performed at less cost in-house. S. 3 14 finis to provide fiir this process. 

In the rfiaence of dus healdv pcoeess, the incertoves necessary for a contractor to provide dmdy and 

efiecdve service are gieady diminished. Often, more efficient ways of deUveiing services can be 
developed over time. If a service contractor knows diat his or her contract will receive no further 
review, the federal govermnent loses the Gonqielitive edge and die incentive fiir die contractor to 

reduce at i liiiiiiialr the unneoessaty expe nses he or die nuqr charge to the federd govemraent 

NTEU slion^y believes that oontiacls dioiild not be lost to contractors if federal employees can 

diow that they can do it more efiectivety. 

I— nf bay conramtoNTEU is the treatment <rf federal employees under S. 314. Thebill 

appears to recognize that fiMletaleiigiloyees will be adversely affected Iqr diis legislation but toils 

to provide «"y sidisuaitive solutions to the problein. The bilTs preamble stdes: "it is in die public 

interest ft* the private sector to utiHae enudoyees who are adversely affected by conversitMis to use 
irf private sector entities fiir providinggoods and services on behalf of the Fbderal GovemmenL” 
Yet, toe bill offers no new substantive riglds to displaoed federal enqdoyees. It merely testates a 
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riglit.flHt fedenl enqiloyees already oyoy wUch b the avaUdrilhy of infMmation on relevant 
availabie benefib and assbtance to Federal Government enqdoyees adveraely affected by 
conversions. 

0MB Circular A.-76ciarently provides fer more proiectiaos for federal empkqrees. WewouMurge 
at a minimi im that diese protections be included in any legislatHHi pertaining to contracting out. 
Some of the rmun provisions include: rigb* of Sat refusal for the new contract woric, priority 
considetadon for available positions within die agency, payment of reasonable cosb for training and 
relocation and an internal qipeab process after the contract announcemaiL NTEU believes that 
othH’ impmtant protectkms, in addition to those listed in A-76, would need to be provided if thb 
legislation b to move ftirward. 

NTEU b concerned wife the provision in S. Sldthat would delegate to CMB the reqmmbility ft>r 
deteamming v^iat functions should be contracted out We strongly bdieve that these decisitnis 
should be left in the hands of the peoide who know best - the employees wbo perform die jobs. 
Agency ofiBcials are in the best positicm to determine which functions are truly cmiimercial and 
which functions are inherendy gov enu nent a l. OMBsinqdy does not have the same knowdedge base 
as agency oCBcidS me intimately involved in die work place on a daily bras. The reinventing 
government initiative has cmiasletidy demonstrated diat it b the employees who me best ecpiipped 
to mfdce meanii^ful decisicms about dieir work product 

Finally, 1 must point out diat S. 314 fiiib to address die problem of lax raanagemmit and ineffective 
oversight of contracb. Ctmcems have continuously been raised about contract oversight, especially 
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since once a fimctkn goes to contract tiioe is link (wetsi^ on the contiactot's performance or cost 

ovemms. In testimony entitled "Federal contiactii^ - Cost- effective Ccmtract Managemrait 

Requites Sustained Commitment" GAO concluded the following: 

With the budget deficit and other financial commitments that die federal government foces, 
it cannot afford to ignore the potential cost of poor contractor oversight. For many years 
federal agencies have increadngly relied on contractors to catty out needed activities. 
Unfixtunaiely, in all too many federal agencies have abdioded to tiieir contractors 

the responsibilities for ensuring tiiat contractors perform quality work cost effectively. 
{GAO/T-RCED-93-2). 

Unfortunately service contracting personnel coidinue to concentrate their effects on the awarding of 
contracts and the obligation of contractor performance becomes a peripheral concertt If 
S. 314*8 goal is to increase the contracting out practices in the Federal Government, as a means of 
reducing federri expenfitures, it must provide for effective oversight of tiiese contracts. 


ThMfe you for ailowiiv me the oppoctimi^ to present NTEU’s views. We look forward to woritiiig 
with Jus Comru R te e on this important issue. 
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Mr. Chairman, members of the Subcommittee, the Management Association for Private 
Photogrammetric Surveyors, MAPPS, is a national association of more than 100 private sector mapping 
firms from throughout the United States. 

Backgroimd 

The federal government currently employs nearly 7,000 individuals in professional and technician level 
positions in surveying, cartography and geodesy. Most are in the Departments of Defense, Interior, 
Commerce and Agriculmre, while othera are scattered among more than 20 departments and agencies 
that generate or use surveying and mapping data. While most Federal agencies do not have a line item 
for its surveying and mapping budget and it is difficult to dissect such expenditures by activity, a 
conservative OMB estimate puts aimiial Federal spending on surveying, mapping and geodesy at $1 
billion, Of that amount, only $S8. 1 million, or S.8 percent could be account^ for in contracts to the 
private sector in fiscal year 1996. 

There are more than 6,000 surveying and 230 mapping firms in the United States. These healthy, 
dynamicandx|ualified companies emph^ more than 40,000 persons. 


John M. Palatielo. Executive Director 

12020 Sunrise Valley Drive, Suite 100. Restoa Virginia 22081 (703) 381-2739 
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History of Govemment Competition 

For more than 60 years. Congress has expressed concern about the pervasive extent to which 
government agencies compete with the private sector. As described by Dr. Allan V. Berman, President 
Bush’s Administrator of the Office of Federal Procurement Policy, in testimony before a House 
Subcommittee in 1990, 

'As far back as 1932, a Special Committee of the House of Representatives expressed 
concern over the extent to which the government engaged in activities which might be 
more appropriately performed by the private sector. The first and second Hoover 
Commissions expressed similar concern in the 1940’s and recommended legislation to 
prohibit government competition with private enterprise. However, there was no formal 
policy until 19SS, when Congress introduced legislation to require the Executive Branch 
to increase its reliance on the private sector. Finally action was dropped only upon 
assurance from the Executive Branch that it would implement the policy administratively. 

Bureau of the Budget Bulletin SS-4 ... was issued in 19SS prohibiting agencies from 
carrying on any commercial activities which could be provided by the private sector. 
Exceptions were permitted only when it could be clearly demonstrated in specific cases 
that the use of the private sector would not be in the public interest. ' 

On January IS, 19SS, the policy directive issued by President Eisenhower stated;' 'the Federal 
Government will not start or carry on any commercial activity to provide a service or product for its 
own use if such product or service can be procured from private enterprise through ordinary business 
channels' 

It is time id recognize that President Eisenhower’s policy, though still on the books today, (now found 
in Office of Management Budget Circular A-76) has not worked, and for Congress to rededicale itself 
to the long overdue task of enacting legislation establishing a contracting out system that works. Such 
a bill is H.R. 716/S. 314, the Freedom from Government Competition Act, introduced by Rep. John 
J. Duncan, Jr. (R-TN) and Senator Craig Thomas (R-WY). It establishes a process by which the Office 
of Management and Budget will identify government activities that are commercial in nature and 
implement a plan id contract those activities to the private sector. Its benefits include: 

o refocusing Federal agencies on their core missions and inherendy governmental activities that 
only government can perform; 

o creating more priviue sector jobs; 

o generating more taxable revenue by private, for-profit Arms, thus expanding the Federal, State 
and local lax base; 

o helping to balance the budget by eliminating government activities that duplicate the private 

sector; 


o allaying the feats of Federal employees about downsizing by establishing a 'soft landing' fbr 
those affected by the transition of activities from the government to the private sector; 

o creating a government that works better and costs less by determining whether a government 
agency or private firm can provide a good or service at the best value to the taxpayer; and 
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o eliminating a major impediment to small business growth and expansion by curbing 
government competition -- an issue in the 1980, 1986 and 1994 White House Conference on Small 
Business platforms; 

Mapping 

One needs to look no funher than surveying and mapping to find a major area where the Federal 
government has dominated, duplicated and unfairly competed with a field that can and should be left 
to the private sector. 

MAPPS, and the private surveying and mapping profession, has good reason to be frustrated with 
competition from the government. Dozens of Federal agencies have in-house surveying and mapping 
capabilities that duplicate and are competitive with private, for-profit, tax paying entities, most of which 
are small businesses. Not only do these agencies perform surveying and mapping services for 
themselves, but they aggressively market these services to other agencies, to state and local govei nment, 
and to foreign countries, in direct and unfair competition with private business. 

Map.ning is an activity in which the government not only fails to procure from private enterprise, but 
government agencies providing surveying and mapping services compete with private firms, stifle 
growth in private industry by dominating certain markets, divert needed technical personnel from private 
sector employment, thwart efforts by U.S. firms to expon their services and erode the tax base by 
securing work that would otherwise be accomplished by tax paying entities. 

The ability of the private sector to provide quality professional services at a fair and reasonable price 
has been repeatedly demonstrated. The U.S. Army Corps of Engineers, for example, annually contracts 
for 75 percent of its surveying and mapping requirements. It uses the time tested Brooks Act 
qualifications based selection process to choose its contractors. The Corps has high praise for the 
quality of the services it receives from the private sector. In testimony before a House Subcommittee 
in September, 1990, Mr. Herbert Kennon. Deputy Director of Civil Works, said, "Over the years, the 
Corps has develc^ted working relationships with hundreds of private firms and considers them an 
extension of our capability. " 

Other military services, such as the Navy and Air Force, contract for virtually all their requirements. 
They, too, find the private sector highly qualified and capable of meeting the agencies’ needs. 
Congress, through the ^propriations process, has mandated that the National Mapping Division of the 
U.S. Geolc^ical Survey "to increase its contracting of map and digital data production, with a goal of 
no less than 50 percent contacting by the end of fiscal year 1997 and no less than 60 percent contracting 
by the end of fiscal year 1999." This program has been an unqualified success. 

During the past year, as a result of pressure from Congress, particularly through the appropriations 
process, some agencies have begun to increasing contracting. This has been particularly mue of the 
uses and NOAA. However, their progress is far too slow. Each day the government continues its 
in-house mapping production activity it puts the taxpayers and private mapping firms at a disadvantage. 

OMB Circular A-76 

OMB Circular A-76 is the Federal directive that requires agencies to identify "commercial activities" 
being performed in-house, conduct detailed comparisons of the cost of performing the function in-house 
with government employees versus the cost of contracting to the private sector, and contract-out the 
function if the private sector can perform the work for at least 10 percent less than the government. 
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The A-76 program has been a colossal failure. Most heads of Federal agencies with surveying and 
mapping activities have refused to conduct A-76 studies on these functions. Some simply do not want 
to go through the burdensome process. Others claim that only the government can capably map. In 
truth, they all want to protect statist empires. Since a mapping contracting initiative was included in 
the FY90 budget, not a single Federal agency has ojnducted an A-76 review of a surveying or mapping 
activity. 

A provision formerly in 0MB Circular A-76 limited agencies from doing work for other Federal 
agencies. It required 

If, by September 30, 1987, the activity has not been justified for continued in-house 
performance, user agencies shall obtain the required services directly from a commercial 
source. 

This did not, in all instances, prevent agencies from performing mapping work for other Federal 
agencies, even when A-76 reviews had not been conducted. Now the Clinton Administration has even 
eliminated this protection in their recent revision to the A-76 manual. The new policy says: 

Effective October 1, 1997, the cost comparison requirements of this Supplemental 
handbook will not apply to existing or renewed ISSAs or to the consolidation of 
commercial or other services within a Department or agency. 

We believe OMB’s new rules violate Federal law. In particular, the Economy in Government Act (31 
U.S.C. 1535(a)(4)) permits agencies to work for other agencies if 

the head of the agency decides ordered goods or services cannot be provided by contract 
as conveniently or cheaply by a commercial enterprise. 

Moreover, a 1982 law prevented Federal agencies from unfairly competing with the private sector when 
providing technical and specialized services to State and local government. The Intergovernmental 
Cooperation Act authorized Federal agencies to provide services to Slate and local government, but 
required that 

the services prescribed must be consistent with and further the policy of the United States 
Government of relying on the private enterprise system to provide services reasonably 
and quickly available through ordinary business channels. 

(31 use 6505(a)) 

The law is implemented by OMB Circular A-97. It sets conditions under which Federal agencies can 
provide services to State of local government, including 

Such services will not be provided unless the agency providing the services is providing 
similar services for its own use under the policies set forth in Circular No. A-76. In 
addition, in accordance with the policies set forth in Circular No. A-76, the requesting 
entity must certify that such services cannot be procured reasonably and expeditiously by 
it through ordinary business channels. 

Despite this requirement, numerous Federal agencies provide surveying, mapping and aerial 
photography services to State and local government. No certification that such services are not available 
from the private sector has ever been filed with OMB. Among the agencies that violate this Circular 
are NASA (aerial photography), NOS (geodetic surveys), and USGS (mapping). 
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The current practice is unwise from a public policy perspective. The resources now expended W 
siqiport tte Federal surveying and mapping esl^lisbment could otherwise be allocated toward more 
pressing national prtorities, or used for deficit reduction. Moreover, the practice is counterproductive 
from an ecoimmic viewpoint. What is the logic, Mr. Chairman, for the Feder^ government to colta 
lax« from private mapping firms in order to spend those tax dollars buying equipment, hiring people, 
and starting a government mapping business? 

Our great free enteiprise system is based on the laws of siqtply and demand. The Federal Government 
should imt be the supply for mapping, it should be the demand for mapping when there is a public 
interest to be served. 

With specific regard to surveying and mapping - 

o evaluate all Federal programs in order to determine mapping that can be commercially 
provided. Spending on these programs should be eliminated in order to empower market forces to 
provide this mapping; and 

o redirect Federal agencies to those aspects of mapping to those frinaions and responsibilities 
that are imre iqjptapriide for the government, such as standards setting, txxM'dinaiion of user agernty 
requirement and dissemination of governmem data to user agencies. 

We would urge the enactment of S. 314 in this session to provide a long over-due remedy to the 
problem of governiirent diqilication of and competition with dw private secttn-. We believe Congre^ 
siKHild focus governmem agencfos on thiKe inherently governmental activities that only government can 
perform, while relying on the private sector for thr^ activities that are commercial in nature. 
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PREPARED STATBffiNT OF CAREERWARE, BODUJER 00 


FOR THE ATTENTION OF SENATOR SAM BROWNBACK 

Chairman, Subcommittaa on Overaight of Govarnmant 
Managamant 


FOR THE RECORD 

Information to ba Includad in haaringa on Freadom of Comoatition Act 
schadulad for Juna 18, 1997. 

The Career Development Alliance has bean severely hurt by the expanding 
actions of the Department of Labor (DOL). As discussed In the attached material, DOL 
has recently moved into an area which has traditionally been provided by the private 
sector. Recent actions by the DOL are endangering an entire industry with the loss of 
hundreds of jobs while costing the American taxpayer millions. 

Our Alliance has attempted to deal directly with DOL through meetings and 
through congressional inquiries made by legislative offices throughout the country to 
make them understand the seriousness of their actions. (Samples of the responses to 
Sen. Trent Lott and Rep. David Skaggs are attached.) As can be seen, DOL's 
responses to our congressional inquiries have been non-substantive and often 
patronizing, contending that with just a small expenditure, a few million a year, they 
will ba able to provide the service Tree* on-line to customers. DOL seems to be 
Incapable of grasping the fact that “free” still means someone pays for H - and, that 
someone is the American taxpayer. The only apparent reason for their action appears 
to be a desire to expand into the career exploration area rather than, as they have in 
the past, to simply provide the traditional labor exchange information. There is no 
reason or rationale for this Intrusion into the private sector, except to provide 
additional work for bureaucrats. 


Information provided by the Career Development Alliance, an alliance formed 
specifically to deal with these DOL actions. Questions can be directed to: Ms. Sherrie 
Wolff, 303-494-2191, Mr. Gerry Biladeau, Careerware, Maine 207-942-9554, Mr. 
Steve Thompson. Chronicle Guidance Publications, NY, 315-497-0330. 
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li>« HmoraU* Trmt Lott 
V^tod StatM Sonat* 

Wfahlngton, D.C. aosio 

Mar sanatoE Lotts 

VKank you for your lattar of May 14 to Asalatant Soeratary 
Palast, ra^iioattag that wo roviaw oonoomo owproaood hy 

ro^ardlng tha ralattoiwhip of aaarloa'o Labor Marfcat 
lOCoiwLluii SyaLaa (aOKai) ond varaor intOzaacton OoX ivory 
Syatana (CZM) . Veur oerraapobdanea wao rofonM to thla off lea 
for a r^ly. 

TKo bepattMnt of Labor (DOL) la couitted to provldlnf world 
eiaaa aarvleaa to tha euatoaara of tha nation'a workforea 
daval^aant ayatM throsigh ALMia and tha dM'Stc^ workforoa 
daval^aant ayataa It aivporta. nsa achtavaaMiit of thla goal 
liiovltably raqulroa a now oosnltaant to aaeallanea and vaiua 
throughout tha workforea davalopoant ayatan. For oaaavla, aa 
anarica'a Job unk (hJb) haa baoMo tha loading Intamat job 
llatlng aarviea, tha public aaploraant aarvlca and private 
plaeaaant aganclaa alike arc ^llangad to create additional 
vgluo for thalr aaployar and job aaakar eiMooara. 

The private bualitoaaaa that provtda CIM have a well-daaervskl 
raputatlon for asicelloisoe and value In tha narkata they aarva. 
Milying on baalo data collaetlona davalopad through tha public 
la>or axcdianga and ethar Inforaatlon aoureoa, they have provided 
ai#atantlal valsia, eapaclally to tha publle aducatlen coBaunity. 
Tha DOL la extending data ooliaotlona and la laproving aecaaa to 
inforaatlon through tha AUU* and through .the aaerglng One-Stop 
workforce doval^aant aystea. Me recognise that au^ Change is 
not without l^^et on tha CIM. 

Me eobttnua to bo available to a dialogue with the CIM 
ooaaunlty. A shared eoaaltaant to oxeallanoa affords tha 
Off^rtunlty to realise thalr goals and ours. Me ballova our 
exparlanca with AJB provides tha pattern for the general progress 
of Aims. The auccasa of these inforaatlon aarvleaa and products 
^allangas averyona in the aarkatplacas to ereaca new valsM for 
thalr cuatraara. 
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U.8. DapaituMirt of Uber 


EfnplaynMrt and lanlng AdmIni OT Iion 
200 Cenailulion awnua N.W. 
WMlwglon. DC 20210 



The Honorable David E. Skaggs 
Heaber, Dniked stakes 

House of Rspresenkakives 
9101 Harlan Streak, Suita 130 
Neskainskar, Colorado 80030 

Daar Congrassaan Skaggs: 

Thank you for your latter of April 3 to Assistant Secretary 
Palast, requesting that we review concerns expressed by 
regarding the relationship of Aaerica's Labor Karket Inforaatlon 
Systea (AIMIS) and Career Inforaation Delivery Systeas (CIDS) . 
Your correspondence was referred to this office for a reply. 

The Department of Labor (DOL) is coaaitted to providing world 
cl 2 isa services to the customers of the nation's workforce 
development system through AUllS and the One-Stop workforce 
development system It supports. The achievement of this goal 
inevitably requires a new comaitaent to excellence and value 
throughout the workforce development systea. For example, as 
America's Job Bank (AJB) has become the leading Internet job 
listing service, the public eaployaent service and private 
placement agencies alike are challenged to create additional 
value for their employer and job seeker customers. 

The private businesses that provide CIDS have a well deserved 
reputation for excellence and value in the markets they serve. 
Relying on basic data collections developed through the public 
labor exchange and other information sources, they have provided 
substantial value, especially to the public education community. 
The DOL is extending data collections and is improving access to 
information through the AUfIS and through the emerging One-Stop 
workforce development systea. He recognize that such change is 
not without Impact on the CIDS. 

Ha continue to be available to a dialogue with the CIDS 
community. A shared eoamitaent to excellence affords the 
opportunity to realize their goals and ours. He believe our 
experience with AJB provides the pattern for the general progress 
of Amis. The success of these information services and products 
challenges everyone in the marketplaces to create new value for 
their custoaers. 

Sincerely, 

. JAMES V. VOLIMAN 
/ Associate Assistant Secretary 
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INFORMATION FOR CONGRESSIONAL INQUIRY CONTACTS 


I. Background Intofmation - for Congressional Raoresentatives 

The Department of Labor (DOL) issued the American Labor Market 
Information System (ALMIS) Grant and O’NET project to the State of New Jersey to 
incorporate the development of career and vocatkmal assessmmt (xmprMtents by 
that state. The project is designed to develop a library of motion video, still video and 
other multi-media occupational information segments which can then be incorporated 
into any t^ of mutti-msdia application in any stete and provkied, without cost to the 
user, through the Internet. This project places the Department of Labor In direct 
competition with our Industry. 


DOL is reqxHisIble for the exchange of labcv market Mcmnatkxi hi order to 
increase the workforce and move toward a full employment goal. The ALMIS grant, 
however, takes DOL from that basic research foundation to the next step, i.e., one of 
presiding free a Career Informatton DeRvery System (CIDS). Private txjshiess has 
been delivering CIDS effectively for the past 25 years. Our Industry has taken the lead 
in providing state of the art technology. Members of our Alliance alreacfy provide a 
wide range ^ servhres and strin^ures from which clients can choose. Listed betow is 
an examination of ttie services and products the ALMIS grant proposes and those 
senrices already provided by our industry: 

A. Grant proposes: To provide One-Stop, technology-based, deiiveiy systems 
first in New Jersey and then provided to other states. 

Already Provided: Duplication. Members of the industry also provide one-stop, 
technology-based, delivery systems In virtually every statel Why is there a need for 
the government to fund a plkM program in New Jer^ when tt is alrear^ availabie n 
more advanced technology in other states? In addition, there is a Center for the Study 
of Technology and Guidance, located at Florida State University where any person or 
coffl(Miny can free^ exambis offwings arte tee iat^ stete-of-the-art techr^o^ 
Aereby allowing each vendor to Improve senrices in a timely manner to meet market 
competition. 

B. Grant prtteoses: To develop a library of 60-75 occupations on motion video, 
stiH video arte oAer multi-media occupational information segments. 

Already Provided: At drastically less cost, industry members already provide 
libraries of motion and stiH video as wall as other multi-media occupational segments. 

1 



These have been on the market for several years. The occupations number pver 150, 
as opposed to the 50-75 proposed in the New Jersey grant. Unlike the proposed 30- 
90 second vocational videos which New Jersey will produce, current, on-the market, 
videos are at least 3-4 minutes on each occupation. Interviews with traditional and 
non-traditional job holders and a view of the future market potential for these careers. 
These are created by the industry, funded by the companies'investments, unlike the 
New Jersey model which depends on government, tax-payer funds to attempt to 
duplicate the product. 

C. Grant proposes: That a consortium of states. New Jersey, Connecticut, 
Maryland and Missouri, will work together to implement the proposed activities. The 
proposal states that it is appropriate because all three states have a non-proprietary 
CIDS. 


Incorrect Information: The Information in the grant is incorrect. Missouri 
adopted Choices in 1987, Maryland has used Discover/Visions since 1990 and 
Connecticut uses a combination of Choices, Discover, GIS, and SIGI as well as other 
proprietary systems. Connecticut has already planned to discontinue Its state-owned 
proprietary system. New Jersey Is a proprietary state, and that is the reason they can 
provide it to other states free. 

O. Grant proposes: To deliver the system, when compiete, on Internet. 

Already Provided: Links to the Internet have already been provided by 
proprietary CIDS. The industry is already heavily engaged In creating links to the 
Internet, as well as exploring marketing and pricing strategies which will generate the 
revenue to justify the Investments. One of die links was developed through the Iowa 
Job Service, a DOL-funded agency, to create internet linkage to America's Job Bank 
(ATB) and has already contracted to be available in every state. There is already 
direct access, or plans to access all colleges with Website addresses on the part of, at 
least, three of the proprietary systems. Students can make direct application to 
colleges through multimedia electronic applications to over 2,000 colleges across the 
United States. 

E. Grant proposes: ALMIS plans to include a Career Exploration component 
including; Ability Profiler, Interest Profiler, Work Values Profiler, Workplace Literacy 
Test and an Occupational Classification ^stem. 

Unnecessary Duplication: This duplicates a private vendor program which is 
already provided throughout the country by this IrKfustiy. There are companies that 
have been in the “Assessment business' for over 25 years. There are many high- 
quality, valid, reliable and well-nonned instruments in the mark^. Why are they te- 
InverilSng the.wheef'and costing the industry at least $30-$40 million a year? 
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F. Grant proposes: To develop across'platfbrni integrated suite of ALEX, 

CIDS, Jobs Plus and Workforce, N.J. Public Information Network Worldwide Website 
accessible on an Oracie database. 

Already Provided: This is an unnecessary duplication in all other states outside 
of New Jersey. Proprietary CIDS are linking these public systems via the Internet. 

G. Grant was sole sourced: The standard process (RFP) was not followed by 
the NJ Department of Labor. It went sole source to Midi, Inc, in Princeton, New Jersey 
without putting the contract out to bid. The industry would like to see the bid and the 
material explaining the process. This no-bid process is contrary to the U.S. 
Department of Labor's regulations and should be revoked. 

Results If Grant Continues: 

A. COMPETITION. If this grant and project continues, it could drive the Industry 
out of business. There will be no customers for the industry. If the government can 
provide the service free on the internet, with rto cost to the user, even though It will not 
be as complete or up-to-date as the services they now contract for, there will be little 
market for our industry within the next two years. 

B. COST. Private business has invested its money into research and 
development of the products it markets. The government now proposes to use tax- 
payer dollars to duplicate and compete with private busirtess. How can this be 
justified? $400,000 has already been received by New Jersey to create the same 
products which are already on the market. What is the reason for putting up an old 
out-moded system and providing $400,000 to create duplicate products to work on it. 
Our industry Is already providing everything that the grant proposes to provide. It is a 
duplication of small business products, with no demonstrated need and with vastly 
inferior products. In addition, the Initial grant is but one stepi In order to update and 
maintain the system, additional tax dollars must be allotted. It is not a one-time costi It 
will be an on-going budget item. Where is the money to come from to update and 
maintain a national CIDS? There is no possible way that Congress or the grantee can 
provide the same senrice or the same investment in research and technology as has 
the industry. 

C. STILL ANOTHER BUREAUCRACY. Government wiH have created yet 
another bureaucrary and will have to continue to pay for that new bureaucracy to 
maintain and update the products. Are we creating a government welfare program? 

Is this a make work project for bureaucrats? 

D. COOPERATION WITH PRIVATE SECTOR. The DOL states in their letter of 
November 6. 1996, that an effectiva working relationship with industry is one of their 
best avenues for success. In this ALMIS and 0*NET grant program there is simply no 
cooperative approach intended or displayed. 

3 



157 


SELECTED LAWS WHICH DICTATE NON-QOVERNMENTAL 
INTERFERENCE 


The following laws relate directly to the issue of non-governmental interference with 
private business, ar)d, in fact (fictate that government will do everything possible to 
ensure that competitiOT is open and available for private business. The laws quoted 
are from TtOe 15, Sections 631-639 on die U.S. Code. 

1. Title 15, Commerce and Trade, Section 631(a) declares that: The essence 
of the American economic system of private enterprise is free competition. Only 
through full and free competition can free maricats, free entry Into business, and 
opportunities for the expression and growth of personal initiative and individual 
judgment be assured. The preservation and expansion of such competition is basic 
not only to the economic well-being but to the security of this Nation....lt Is the 
declai^ policy of the Congroes that the Government should aid, 
counsel, aeslat and protect. Insofar as is possible, the interests of small- 
business concerns in order to presarvo free competitive enterprise, to 
insure that a fair proportion of the total purchases and contracts or subcontra^ for 
property and senrices for the Government be placed with small-business 
enterprises.... 

Section 631 a. (a)...*Congress hereby declares that it is the continuing policy 
and responstNiity of the Federal Government to use all practical means smd to taka 
such actions as are necessary, consistent with its needs and obligations and other 
essential considerations of national policy. TO COMPLEMENT AND 
COORDINATE ALL FEDERAL DEPARTMENT AGENCY, AND 
INSTRUMENTALITY POLICIES, PROGRAMS AND ACTIVITIES IN ORDER 
TO: POSTER THE ECONOMIC INTERESTS OF SMALL BUSINESSES; 
INSURE A COMPETITIVE ECONOMIC CUMATE CONDUCIVE TO THE 
DEVELOPMENT, GROWTH AND EXPANSION OF SMALL BUSINESSES; 
...AND PROVIDE AN OPPORTUNITY FOR ENTREPRENEURSHIP, 
INVENTIVENESS, AND THE CREATION AND GROWTH OF SMALL 
BUSINESSES.” 


There are several sections of the law . specifically provided by Congress, which 
deal with oversight of these stated purptnes arid to which business can resort if 
needed. One Is the report o# the President to the Congress on the role of smaH 
business; the Office of Advocacy within the Small Business AdminisIration; Research 
and Development Assistance; and the Attorney General's report to the President on 
activities which inhibit competition within an industry. 

Section 631b. (a) The President shall transmit to the Congress not later ttian 
January 20 of each year a Report on SmaN Business and Competition which shall— 
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(1) examine the current role of small business in the economy on an industry-by 
Industry basis; 

(4) examine the effects on small business and competition of 
policies, programs, and activities, including, BUT NOT LIMITED TO the 
Internal Revenue Code... 

(c) The President may transmit from time to time to the Congress reports 
supplementary ...which shall include such supplementary or revised 
recommendations as he may deem necessary or desirable to achieve the 
poliey declared in section 631(a) of this tide. 

(d) The Report ...and all supplementary reports ...shall be referred to the Senate 
Select Committea on Small Business and the Committee on Small Business of the 
House of Representatives. 

634a. Establishes the Office of Advocacy within Small Business Administration 

Office. 

634b. The primary functions of the Office of Advocacy; 

(9) recommend specific measures for creating an environment in 
which all businesses will have the opportunity to compete affectively and 
expand to their full potentital, and to ascertain the common reasons, if 
any, for small business successes and failures. 

and, in Section 638(a) ‘Research and development are major factors in the 
growth and progress of industry and the national economy. The expense of 

carrying on research and development programs is beyond the means of 
many small'business concerns, and such concerns ARE HANDICAPPED 
IN OBTAINING THE BENEFITS OF RESEARCH AND DEVELOPMENT 
PROGRAMS CONDUCTED AT GOVERNMENT EXPENSE. These small- 
business concerns are thereby placed at a competitiva disadvantage. 
THIS WEAKENS THE COMPETITIVE FREE ENTERPRISE SYSTEM AND 
PREVENTS THE ORDERLY DEVELOPMENT OF THE NATIONAL 
ECONOMY. It Is the policy of the Congrese that assistance be given to 
small-businees concerns to enable them to undertake and to obtain the 
benefits of research and development in order to maintain and 
strengthen the competitive free enterprise system and the national 
economy.” 

THE CASE IS ALREADY MADE FOR OUR INDUSTRY BY SIMPLY QUOTING THE 
LAWS PASSED BY CONGRESS AND SIGNED BY THE PRESIDENT WHICH STATE 
THAT THE ADMINISTRATION SHALL NOT INTERFERE IN THE COMPETITION OF 
PRIVATE BUSINESS. AND IT SHALL DO WHATEVER IT CAN TO BE OF 
ASSISTANCE. (CLEARLY, THE RECENT ACTIONS OF THE DEPARTMENT OF 
LABOR DO NOT COMPLY WITH THE WISHES OF CONGRESS OR THE 
PRESIDENCY.) 
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Business Coalition For Fair Competition 

Statement of the 

Business Coalition fcM' Fair Competition 
to the Senate Committee on Governmental Affairs 
Subcommittee on Oversight of Government Management 
June 18. 1997 

Mr. Chairman, members of the Committee, the Business Coalition for Fair Competition, an organization 
of more than 20 national Dade and professional associations, commends you for holding this hearing 
on the issue of unfair competition with private business. 

BCFC was formed to promote government policies that permit our member companies to participate 
in our great free enterprise system without special tax preferences, mandatory monopolies, subsidies, 
or taxpayer financing. Today, small business confronts various forms of unfair competition, a problem 
that has continued for far mo long. 

In 1980, the first White House Conference on Small Business made unfair competition one of its top 
issues. It said 

The Federal Government shall be required by statute m contract out m small business 
those supplies and services that the private sector can provide. The government should 
not compete with the private sector by accomplishing these efforts with its own or non- 
profit personnel and f^ilities. 

In 1986, the second White House Conference made this one of its top three issues. It said. 

Government at all levels has failed m protect small business from damaging levels of 
unhiir competition. At the federal, state and local levels, therefore, laws, regulations and 
policies should ... prohibit direct, govemmem created competition in which government 
organizations perform commercial services ... New laws at all levels, particularly at the 
federal level, should require strict government reliance on the private sector for 
performance of commercial-type functions. When cost comparisons are necessary m 
accomplish conversion m private sector performance, laws must include provbion for fait 
and equal cost comparisons. Funds coiitrolled by a goveriunent entity must not be used 
to est^lish or conduct a commercial activity on U.S. property. 

And the I99S White House Conference again made this a top issue. Its plank read 

Congress should enact legislation that would prohibit govermnent agencies and tax 
exempt and ami-trust exempt organizations from engaging in commercial activities in 
direct competition with small businesses. 


reply to: UtM Sawte VaBey Drive, Sidte IN, Raton, VA MUl Id. (713) 3»l-27}» fax. (7t3) 47C-22I7 
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That was among the top 15 vote getters at the 1995 Conference and was number one among all the 
procurement-related issues in the final balloting. 

Our members, a great many of which are small businesses, face unfair competition in a variety of 
sources. More than 1 million Federal employees are in occupations that are commercial in nature. In 
other words, they are doing things that can be done by the private sector. 

There are three ways in which Federal agencies compete. First, agencies use appropriated funds to 
perform in-house, activities that are commercial in nature and can be performed by the private sector. 

Second, Federal agencies market their services to other Federal agencies, to State and local government, 
and even to the private sector and the general public. And, third. Federal agencies provide funding to 
State and local government through grants and other financial assistance which are then used to carry 
out commercial activities. 

The following are examples: 

1. As mentioned earlier, studies estimate that as many as 1.4 million Federal employees are engaged 
in commercial activities. This is dramatic evidence that the 40-1- year old Federal policy that “the 
Federal Government will not start or carry on any commercial activity to provide a service or product 
for its own use if such product or service can be procured from private enterprise through ordinary 
business channels” has been grossly inadequate. 

2. Recently, the Federal Aviation Administration awarded a $250 million computer services and 
information technology contract to the U.S. Department of Agriculture! This is not an isolated incident. 
In fact, the Administration has changed the rules to encourage agencies to seek other Federal agencies’ 

work. The U.S. Geological Survey performs mapping and water resource engineering work for State 
and local government, NASA flies aerial photography for entire States, and NOAA performs geodetic 
surveys for States. In each instance, the State and local government reimburses the Federal 
government, in some cases for 100% of the cost of the service, 

3. Between 1979 and 1989, States spent an average of only 37 percent of their Federal Highway funds 
for preliminary engineering activities for contracts with the private sector. Only 23 states contracted 
out more than 1/3 of their preliminary engineering funds. California, for example, the largest recipient 
of Federal Highway funds, was at the bottom of the list in private sector utilization, contracting just 
$70,000 of the $54.8 million (less than 1/lOth of 1 percent) of its average annual Federal funding for 
preliminary engineering. In some years, California did not contract out any of its Federal funding for 
preliminary engineering services. In many transit programs, including bus service. Federal funds are 
used by local grant recipients to operate systems that duplicate and compete with the private sector. 

Mr. Chairman, we are saddened to say that despite the recommendations from the 3 White House 
Conferences, the Clinton Administration is enhancing government competition, not eliminating it. 

The current method for studying conversion of activities from in-house to contractor performance is 
OMB Circular A-76. In 1983, more than 300 A-76 reviews were conducted by the Department of 
Defense. In 1995, there were none. 
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Also, the Administration has revised the implementation of A-76. The old Circular required an agency 
to study an activity and justify it for continued in-house performance before it could provide a service 
to another government agency. It said: 

If, by September 30, 1987, the activity has not been Justified for continued in-house 
performance, user agencies shall obtain the required services directly from a commercial 
source. 

Even this provision did not eliminate agency performance of work for other Federal agencies, however, 
this protection was in place and could be used by the private sector to police abuses by agencies. 
Rather than strengthening that requirement, which was designed to be one of the fundamental 
protections for small business from unfair government competition, 0MB has hoisted a white flag and 
adopted a new policy that condones what are now called Interservice Support Agreements, or ISSA’s. 

The new policy says: 

Effective October 1, 1997, the cost comparison requirements of this Supplemental 
handbook will not apply to existing or renewed ISSAs or to the consolidation of 
commercial or other services within a Department or agency. 

The private sector generally, and the small business community in particular, have no place to go in 
the Federal Government to seek relief. There is no office and no agency with the mission or 
eliminating unfair competition. There is virtually no law, and no enforcement of current policy, that 
protects small business. 

In these times of limited Federal resources, reinventing government, and a desire to balance the budget, 
we believe every Federal activity should be forced to undergo a two-pronged test - 1) Is it imperative 
that the government get involved in this activity? If the answer is no, the government should stay out. 
If the answer is yes, the second test should be: 2) is it imperative that this activity be perform^ by 
government employees? 

What can this Committee do to remedy this serious problem? We would recommend the following: 

o Enact legislation that imposes strict limitations on agencies’ ability to pursue business with 
other Federal agencies and with State and local government. This is exactly what the Senate voted to 
do last year with the adoption of Senator Thomas’ amendment to the Treasury Appropriations bill. 

o Enact legislation that imposes strict limitations on agencies’ ability to contract with non-profit 
organizations. We are deeply concerned that President Clinton issu^ an Executive Order on 
"Empowerment Contracting’ that puts non-profits on an equal footing with for profit firms in 
contracting. Because of their tax status, this is not in reality an equal footing,, but a distinct advantage. 

o Enact legislation that prohibits Federal agencies from launching new commercial ventures or 
expanding existing commercial ventures. Although this is current Federtd policy by an Executive Order 
issued by President Reagan, and by A-76, it is not enforced. 

o Enact S. 314, the Freedom from Government Competition Act, introduced by Senator 
Thomas. 'This bill, based on simitar legislation considered in the Senate in 19SS, would frnally put 
statutory teeth into the 40 year policy of reliance on the private sector. 

It is clear, Mr. Chairman, that administrative solutions to this problem do not work. Legislation is 
necessary. 

We lode fwward to wevking with you to enact reforms to protect snmll business from unfoir 
government competition in this Congress. 
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STATEMENT 

on 

S. 3 14, THE FREEDOM FROM GOVERNMENT COMPETITION ACT 
befi>i«the 

SUBCOMMITTEE ON OVERSICHIT OF GOVERNMENT MANAGEMENT, 
RESTRUCTURING AND THE DISTRICT OF COLUMBIA 

of the 

SENATE COMMITTEE ON GOVERNMENTAL AFFAIRS 
by 

R. Biuce Josten 
June 18, 1997 

My name is R. Biuce Josten. I am Senior Vice Pre^em of Membership and Policy at the 
U.S. Chamber of Commerce. The U.S. Chamber ofCommerce is a business federation 
representii^ anundeiiying membership of more than three million busiimsses and organizations of 
eveiy size, sector, and region. We appreciate the opportunity to lend our enthusiastic support for 
S. 314, The Fnedom From Government CoHpetitton Act Mr. Chairman, we request 

that these remarks be included in the record of testimony for the June 18, 1997 hearing The 
Freedom From Government Conpetition Act. 

The Cluuiiber believes that because ofSenator Thomas’s carefol redrafting, tUs year’s 


version of the Freedom From Government Conqietition Act is more practice than previous 
versions. The Chamber believes earlier oljections have been addressed and this bill should be 
given serious consideration. The bill’s implementation provisions strike a balance between private 
and public sector intere^ and outsourcing decisions are based upon statutory requirements for 
managed competitioiL 

This bill acconqrlishes three very important otgectives: (1) it reduces the size of the federal 
government bureaucracy by limiting it to performing its core mission functions, (2) it saves 
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billions of federal budget dollars without reducing services, and (3) it prohibits government 
competition with the private sector. 

LESS BUREAUCRACY 

The FFGCA establishes a consistent government policy that relies upon the private sector 
to provide goods and services necessary for the operation and management of federal agencies 
and departments. The exceptions to this policy are for goods or services that are (1) inherently 
governmental, (2) those that are necessary for ruttional security, or (3) those so unique or of such 
a nature diat they must be performed by the government. The bill also requires activity-based 
cost comparisons between public and private entities and exempts goods and services performed 
by the government if the [Hoduction or manufacture by a government source represents the best 
overall value. The very nature of this bill will-reduce the size of the federal bureaucracy and 
improves govenunent perfortruuice. 

A 1987 study fiom the Cfongressional Budget Office (CBO) estimated that 1 .4 million 
fedoal workers are engaged in “commercial acthoty.” Similarly, the Office of Management and 
Bud^ (OMB) estimated that- 800,000 federal workers could be working in the private sector 
rather than in the public sector if many of these activities were outsourced. 

Claims of massive unemployment of federal workers as a result of privatization have bear 
historically disproven. .The most comprehensive evaluation of the ^fect of privatization on 
government workers was conducted in 1989 the National Commission of Employment Policy 
(NCEP), aresearch atm of the Department of Labor. The study, entitled “The Long-Term 
Enqrloyment Inqdications of Privatizatien,” exmnined 34 jnivatized city and county services in a 
variety of jurisdictions around thecoimtty. The study found that of the 2,213 govemmeot 
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woikers affected over a five-year period by the privatizatioiis, only 7 perceitt were laid off. Over 
half of the workers (S8 percent) went to work fi>r the private contractor, 24 percent of the 
workers were transferred to other government jobs; and 7 percent of workers retired. 

These findings He similar to those of other studies exannning job displacement fiom 
privatization. A I98S General Accounting Office (GAO) study found thH of the 9,650 defense 
employees affected by corttracting out, 94 percent were placed in other government jobs or retited 
voluntarily fiom their positions. Of the 6 percent of displaced employees, half obtained jobs with 
the private contractor. 

COST SAVINGS 

Outsourcing by the private sector has proven to be successfiil. On average, the private 
sector records savmgs between 10-30K when it outsources c o m merc i al activitiea. Data iUustrates 
sitnilH savings potential widiia the Federal government. In feet, the Office of hfanagement and 

Budget the Grace Coininiision and the Fteadent'sCoundl on hl«n ^aiiieiit ti i ipmii w i«en>al| 
indicate th« current govern m e nt service c o nt ra c t i n g is aheady saving the American taxpiyH $3-5 
billion annualiy, with the potential savHigs of $15 bafiao, or more; per yen. 

1. *' ■'-‘■■nr T'nf i 1 tfffMffWnmh m RnTahl THTmm i3|Hi m tlniatr l)r 

Sia.4BWs« 

A 1987 report by foe Office of Management and Budget (OMB) esthnatad that 
approxinialely forty percent of foe two minion fbU time employee (FTE) poailions in the 
govemmetncotdd be ca n d i dHes lor outsourcing or r ee n g n eeting. (MriBesfonaledsaviivof 
$9,700 per FIB when stufoed, r^ardless if foefimetion was reengineered and remained mfoouse 


or was outsourced. 
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Anumiiig a Gomervative 3.0% aven^ uBMid inflation rue over the past ten yean, a 
sini{^ amual ccanpouncfing trf'tiie $9,700 figure would yidd a 1997 iMSuion a^usted figure o[ 
$13,035.99 fi)r FTE savn^. tf we round the 1997 ^ure to $13,000 and qqdy it to the $00,000 
FTE’s identified by 0MB, qiproximuely $10.4 Mlion of savings would accrue fiom the 
i n y le meittafionoflMslegidatioit Even with the recent government downsiang^ the C^ffl's 
^,000 FTE ^ure is a ermservative benchmark since the latest data fimn the 1996 EteCense 
Science Board (DSB) Report identified 640,000 FTE’s fi}r outsourcing within the Depmtment of 
Defense (DoD) alone. 

2. The Defense Science Board Estimates $24-32 BffiioaefSavtogs in DoD Almie 
Lookii^ U only DoD, billions of dollars could be saved. A 1996 report by the DSB 
identified 640,000 DoD workers wbose jobs have privUe sector equivalents. DoD spends 
betvtoetr $120-160tBllionatmually on these support fiinctions. The DSB estimated $12-16 Wlion 
in savings anmially if a 20% rue (the midpoint derived fiom the 10-30% privUe sector savings 
fiom outsourdn^ were applied tn jii«t half of the Department’s $120-160 billion in support 
e!q>aiditures(i.e. $60-80 MlHmi). Using the same assumptions, the savings woi^ be betwemi 
$24-32 l^on annually if applied to all of the support services U DoD. At a minimum, applying a 
10% figure to only half of the $120-160 biOion in annual support expenditures, the DoD would 
realize savn^ between $3-8 WlitHi antwaOy. Evmt the miniinalsswngs ate comparable to antwU 
budgets finr the Enviromnental Protection Agency ($7.1 billion) and the Department of Commerce 
($4.3 billion). 
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3. Hittoiical Data Awb the A-76Fnnrc( that OntMHVCiBg Save* 30% 

Opponenb of privatization cfauni that Ae savings fiom privatization lie inflated. 

IfiMwicd data, l»««ver,(iisprot«s their assertion. Fc»ittstuice,riiedMafif»ariK 
implementation of the (^riB’sCirailarA-76 indicates that when puUic-privateoonqiethions are 
conducted, savings fiom the original in-house government cost are approximately 30%. The 
(MIBfisund that 40% ofcon^)elitions resulted in die gowmnentretHni^ the worictn-house. A 
20%savingst«sulted when the government won the A-76 competition. A 35% savings was 
achieved when the private sector won the competition. 

b 1987, (Mffl repotted that the federal g o v erament spent mote than S21 bUioa rni 
commercial sendees, such at automated data procesaiqg, aifctaft repair, and food preparation. 
Based ipon the limited number of A-76 conpetitions perfermed between 1981 and 1986, (M4B 
repotted $2.8 bdhon in cumulative savings and annual savings fer the federal agencies of S696 
ndUon. The $2.8 biilion in savings rqnesents^proximately 13% of the total $21 Iniiionqient on 
commercial services in 1987. The $696 edUon in annual savings was derived from A-76 stuihes 
conducted on ap pt w t ima te^ 72,000 positions. The savmgs were achieved hyshMfyi^tmfy 9% of 
the 800,000 FTE poaitians tatgeled by the agenqr for review under A-76. 

Opponents (^privatization mtv criticize the data fiom the A-76 studies, however, most of 
foe inoMeins have been aBribmed to ani^ietiqr’s nnfeUhy to ooHect or «riyze cost it^xmttion. 
Recent testimony by the GAO cited improper contract administration, including pooriy worded 
performance work statements, as reasons leading to unnecessaiy cost escalations. Improper 
coMract mnngement n^miveiy inpw^ the cost savn^ idueved VHi outsoiaemg. 
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It should also be noted that while the data from the A-76 studies is helpful as background 
for cost savings, the U S. Chamber disagrees with individuals who contend that The Freedom 
From Government Competition Act is not needed because A-76 achieves the same purpose. The 
Freedom From Government Competition Act is better than A-76 for at least two reasons: (1) The 
FFGCA is mandatory for agencies, while A-76 is voluntary and (2) the FFGCA requires the use of 
generally accepted accounting principles that force agencies to perform cost competitions based 
upon the same costs that the private sector has to account for. A-76 has no such requirement, 
thus tilting the playing field mid skewing the results. 

STOP UNFAIR GOVERNMENT COMPETITION 
The FFGCA also prevents the proliferation of the widespread abuse of unfair government 
competition with the private sector by precluding federal offices from starting or carrying on new 
activities if those products or services can be provided by commercial sources. 

The Act precludes the contracting of agency functions to other government entities. A 
recent example of this unfair government competition involves the renewal of an information 
technology contract between a private sector firm and the Federal Aviation Administration 
(FAA). The new contract was not awarded to another private sector firm, but to a public sector 
bidder~the Department of Agriculture (USD A). Interestingly, the cost information from the 
USDA for this contract has not been revealed and the USDA is under investigation by GAO for 
poor internal information technology management. The private sector questions why an agency 
can bid on contracts that are unrelated to its core mission especially when it does not have to 
consider cost and past performance. 
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Because of the prevalence of unfair competition, all three sessions of the White House 
Conference on Small Business (1980, 1986, and 1994) have identified unfeir government 
competition as one of the top issues impacting small business. The commercial activities of the 
federal government that are in direct competition with the private sector run from the mundane to 
very hi-tech. Some of the industry examples where government competition is occurring include: 
training and education, office supply sales, Moratory testing and analysis, motels, campgrounds, 
janitorial services, landscaping, flag making, furniture making, architecture-engineering, helicopter 
and fixed-wing aircraft operation, campgrounds, audio/visual services, golf courses, laundry 
services, printing, data processing, motor pool and vdiicle maintmiance, food preparation and 
serving, real estate appraisals, bill collection, photo processing and warehousing. The list of 
examples of government competition with private firms goes on. 

IMPROVEMENTS IN THIS VERSION 

This year’s version of the Freedom From Govenunent Competition Act is practical and 
adequately addresses previous concerns. The major changes include the following: (1) The 
creation of a Center for Commercial Activities under OMB; (2) The addition of managed 
competition through “best value” language; and (3) The inclusion of the outsourcing reporting 
requirements under the Government Performance and Results Act (GPRA). 

The creation of the Center for Commercial Activities was an important addition to this 
year’s le^slation because it provides information to agencies and the private sector entities and 
facilitates conversions from the federal government to the private sector. The addition of 
managed competition language removes objections by federal employees who wanted an 
opportunity to compete for work currently performed by the public sector designated as 
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“commercial,” rather than automatically giving the work to the private sector. The inclusion of 
agency reporting requirements under GPRA is a critical mechanism for Congressional oversight of 
the conversion process. 

Mr. Chairman, on behalf of the U.S. Chamber of Commerce and its underlying 
membership of more than three million businesses of every size and sector, I urge the 
Committee’s fevorable consideration of this important legislation that will reduce the siz® of our 
government’s bureaucracy and save American taxpayers billions of dollars aimually. I thank you 
for allowing us to submit these conunents on this very important budget and small business issue. 
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ACIL 


June 18, 1997 


Tile Hoooiride SsB BiowdMdc 
ChiiniiiD 

Chraiigl<<ifGoveniiiMrtM m i g e in e n t,Resmictirai^ 
■xi dK Douict OAndw Sidiccmiiuee 
US. Saute 

Wa<lHngton,DC20SI0 


DetrMr. Oiainiian: 

WeieqmtdiBletterbeeiAiiiittediardieiecsiiili^teediiiaiqrmcoiyiiactiaawidillieiaiie 18, 1997 hearing 
OB S. 3 14, nriu Freedom fit» Covennient CoogielitiaB Act” 

AOtt.»aleai ftigBmiom attidemeod rei o B iqire$ea^fliecoiMBBcMlaboCTloiyiHdiatiy.OMrmembew 
provide icieiilific and ei^neeringtestiiig services fir oonstnictian materials, phannaoatticals, food, product 
sidbly, and die envinomeaL The vast m^oriiy of testing Uboratories (approrimaiely 80%) are small 
hnsineaaea iridi anBBsd revennea of $S unffioB or lets. 

ACIL s u pports the red edi ca ti o n of the federal laboratories to Rcseardi and Development (RAD) that the 

private sector is tidier amwiBii« or incq^tHe of provi£i«. These froilUet. in iwricidar the Defense and 
inetBr Uboratories, have nmipe eapsMities dut fiatter the technology, econon^. and nadenal secuhy of 
the Uuied States. ACIL suppm Congressional eCbrts to preserve these labotmories uaiqiie capabiiitieL 

Howevg, federal laboratories are also p erform in g noo-RAD work t h a t d u pli ca te a exista^ co mm e r iia l 
labosmnsyes p ah il i liB S. Oden, this govemment-siditidaedcspaci^ is used to compete agamstco nen e rei al 
tabaratories fo government and private sector clientt. Federal laboratory compedto with die private sector 
issn ia approp ri aleand m e flic i ein aserfdieaeami|BetUU>flaaaies. 

Commercial testing it a professional service. U covers the testing of water, food, and soil (hr hazardous 
eoistitoemt as wdl m raatsrsds and medumcri baidwme to ouare confixintoy to specificreioa. Tte testB^ 
is coariucled to weBestaMished c ommerci al and/or goverament standards. These testiist services are strict^ 
comraereial acdvidm and do not involve RAD work. When the Federal laboratories engage in eommerciat 
services, thqr are putting vAiatde assets fiom core RAO pngects. 

Federal laboratory oompetitian with the private sector is not conducted on a level playiiig field. Federal 
fhcilhies are fiee fiom die same costs of domg business as their commercial coiairerpaits. Governmem 
fiBidii«hesi% subsidizes their coamierririoperttioat and assets. DatafiomdieU.S.GeiieridAceoiaiting 
Office and the DOE Intpector General show tint when federal laboratories perform commercial analytical 


Iirt K STBtti. aw, SUITE «ai, washinston. oc aarsr lei/rtT-iiTi fax iir/isi-ttai 
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Saiator Brownhack 
page 2 

services, they are twice as costly as private sector laboratories. 

PresovatioQ of a luoicmal laboraKMy infiastnicture has been cited as justification for these subsidies and 
coptin^^ c<xnpetitioo with the private sector. However, it is potM* pi^lic policy to iHilize equipment and 
personnel paid for by the taxpi^ to compete directly with taxpaying companies. 

Instead, ACIL believes the national laboratory infrastructure should be preserved through a combination of 
ixivatization, commo^alizrttitm, and outsourcing. We define privatization as the oi^ght transfer of an 
enterprise or asset to the private sector. Commercialization is a hybrid form of privatization. Public facilities, 
or a portion thereof^ would be opened up to private sector investment and management The goal would be to 
reduM overall infiastructure cost by allowing the private sector to generate revenue from the maricetkig of 
diese assets to a broader cmistituen^. Outsourcing is d^ined as retaining a private sectcx' firm to perfcum 
services on your behalf through a contracting relationship. 

The eventual savings from outsourcing and privatizing commercial analytical services can be directed, if 
Congress so desires, to core R&D needs. Furthermore, the private sector, working in conjunction with the 
government laboratories, can commercialize a number of assets. These assets can be marketed to a larger 
community, thus increasing utilization rates and reducing facility overhead. Jobs, both private and public, will 
be preserved. 

The Federal laborahnics have up to 35% overcapacity. Given current budgetary pressures and priorities, it is 
difpcMlt to contimie supporting such overhead costs. Since these facilities are captive providers, they are 
unabte to fiilly M*ili»e th^ nsets, aiKl thvd^reduce overhead rates by spreading costa over greater market 
diare. 

Past attempts to address this overcapacity have been unsuccessful. These experiments included tedinology 
tmsfer, providing commercial services, and trying <to establish new missions for each of these facilities. 
Privatizatkai and coramercializatimi of Federal testii^ laboratory assets and functions are the only vi^le 
alternatives. 

Privatizttion md commercialization of Federal laboratory assets would require cooperation between the 
govenunent mid the ixivate sector. This is very difierent from |»evious attempts when the governinmt tried to 
identify and create new mmkets for these assets witlKMit a knowledge or cxperienceof the commercial 
marketplace. 

There are many advantages for allowing private seettv partnership and investment From a budgetary 
tandpftint a sigluficant portion of capita costs ~ infrastructure, maintenance, and im|HOvem»t costs •• 
could be sifted to the private sector. The equipment utilization rates will increaseas the private sector finds 
marltets for excess terting capacity, or adjists c^iaci^’ (both public and luivate) to meet4rue maihet demand. 

The other advantage resulting from privatization and commercialization is its positive impacts on the local 
cemmunity. With privatization and commercialization, there will be some opportunities for the transfer of 
Federal enqrioyees tothe private sector employers, aropposed to being downsized out of existence. In 
Kecaufe ef savings through privrtization, more scientific and engineering resources could be 
devoted to RdtD functions. 
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In iddUon, die privtte sector wouid be inve^mg u the local commiaiities, not tddi% away fiom diem. The 
infiastiucture is akeady in place at the federal laboratoiy sites. It would be cost efficient to locate private 
sector oper^omi at diese sites to sigipoct commercidiotion aid privatizatkm activities. 

ACIL s«i| 9 octs S. 3 14, “The Freedom fiom fhivenunent Con^ietitiao Act,” because it would adueve two vety 
important objectives. The bill sets an overarching federal policy that allows best value qiproach to outsourdng 
■id inivatizaioa. ft win dso cab i^eodes from utiliza^ diw excem c^Mcity to compete i^Hnst the |»ivde 

S. 3 14 will not hamper the government’s ability to perform key functions fer public healdi and safety, nor does 
it dop fee goverameM ftom performii^ bash; science and teduioh^ ffnmiois dM fisAeroa iNttkin's 
economic competitiveness. S. 314 will also result in more funding for core agency missions, including 
in&astructure and transportaion imgects, environmental protection, social programs, rulftay readiiiess, and 
educatioo. 


Most impatant, S. 3 14 win set the stage for more pubhc^irivate cooperation. Only dirough pubiic/piivate 
Goopetaliao can we feid a reasonable and cost>elfeaive sohitioo m preserve Fedend Idiorihiry assets and 
covert urtfinr governm en t competition practices to constiuctive purposes titet will benefit our national welfere. 

Thank you for aUowing us to submit these comments. 

Sincerdy, 


TotyPagliatD 

Director, Govennaeat Rdatioite 
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£iON11MCl SERVK^ES F\SSOCIAtlON OF » 


^ iaHaSiNBT.iUKsaiTrTWii 

news 


Mdof to 

lae B» patie good. 


Hie Hoo. Sara Biowidaek, Chunnui 
Siiiwraraiiinee(inOwis^<rf<j<»waiiestMaiiV«aatt, 
lUsinicturiiig and dK District of CiAiadiia 
601 Hart Senrte Office BMg. 

Washingtoii.DC2(»10 


Dear Chrairaaai ffiowiAacIc 


Onbehaif of the Contract Services Assodalion's 240 membercompanies and their hundreds of 
thousands of employees,>I am.writiag today to commend you fort^-imiioitant hearing on the 
•Freedom From aovesnment Competition Act of 1997" and to express our strong support for 
the legislation. -I would also adt that this letter be included in the record of todies hearing. 

As you iniv know, eSA is dienditnfs (ddert md latest associadrai of govenuneM sovice 
contractors andhasJong been an out^xikai advocrae of rational, caniinon.sense management 
of government activities. We believe the FFGCA can go a long way in moving flie government 
toward that goal. 

Byre^iiring&tfcralr^iciealonarearivdy-midtdgerfwly-idaMiftrttearcoouneretol 
activities and outsource flxHc coramereial a^vities for wduidi private sectm perfirrmance oilers 
the government the best value, die FFGCA simply puts into stttute a federal pedky of some 40 
years, flat policy^ developed during the Eisenhower Adminislimien, simply stales that the 
govemmort should procure its commercial products and services fiom the private sector, 
v^eiever possible. Ur^ntunatdy, outside ofihe Department ofDefense, this policy has been 
siyiiwt noly to a minimal degree. Mmeover, the le^slation wHI, once Sid fer all, ovmconre 
those many obstacles to rational mstagsnent and outsourranglhat have, over the years, been 
ererUed^ opponents of outsourcing. These obstacles, msiy of vriiich are designed to protect 
narrow special interests, serve only to make it even more difficuh fm agencies to make the 
kinds ofimportanl and thoughtful management decishmsthat the times demand. 

As wdl, die FFGCA is certain to peodu« real sid si^fiesrt bu^elruy savir^ fer the 
govemroeiit. We have a long history ofoutsoureiiw commercial services and diet hirtory has 
taught us clearly that outsourcing saves an average of 2(»t-30S per contract Moreover, when 
once coosideis that there are some 750,000 or more federal employees performing what are 
essentially commercial activities, and that die record shows that the govemment saves an 
average of nearly $10,000 per poshion ermverted, it is clear that we can aclneve savings of 
trillioiu of dolfaus a yem. 
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Page2 

Finally, this legidation is inyioclant becauae it apimaito the iasoe of outaoucing in a &ir 
manner. It makea clear that oataomcingia not to be an ariHtrBiypioceaa but, rather, that 
iqipiopriate ptoceasea muat be put in place in otder to aacertain tk beat value aouicing of the 
wDifc for the govemment 

In addition, the legialation deariy tecognizea that there ia a quality, hard-working govemment 
workforce winch could be effected by deciakina to convert work to private aector petformanoe. 
Aa auch, OMB ia directed to create 'aoft landing' and ofoer poUciea which will help the effected 
workforce with foe foil range of tranaitiao related iaauea. Of courae, it ia important to keep in 
mind that, todqr, large percentagea of govemment wotkera whoae poaifoina ace converted to 
contract, 'follow foe work* and accept poaithma with foe contractor tavrdved. Thia ia a 'win- 
win' foralL For foe worker, it offera an opportunity to move into foe private aector where 
opportimitiea for growth ate geaeraUypealer than within the govemtneoL Andforfoe 
contractor, it offera acceat to a trained w o rkforce that btinga in«riniiio n«l memory and working 
knowledge offoe&octiona involved. There ia every reaaon to believe that thia dynamic will 
corttinue. 


Mr. Chahman, the merabeta of eSA atrongly urge paaaage of foe Freedom bom Government 
Con^diliao Actofl997. lnfoiaecaoftightbiidgMandoftcinvctttiogaadte<ngiaeeting 
bofo eoeporate America and foe government, foe Iqialafom offera aa eaaentiai folk bom foe art 
ofthepoaaible to reality. We hope foat you and the Committee wUl take all due action to aee 
that it movea quickly throu^ the legialativc proceae. 

MythankaforyourtinKandconiidecatiaiL Ifyou have any queifoma or need mem 
informatian, pleaae do not hetfoMe to call me. 


Siifoetely, 



Gary D. Engebmtaon 
Prcaideat 
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STATEMENT OF SENATOR JOSEPH I. LIEBERMAN 
SUBCOMMITTEE ON OVERSIGHT OF GOVERNMENT 

MANAGEMENT, RESTRUCTURING AND THE DISTRICT OF 
COLUMBIA 

JUNE 18, 1997, 9:00 A.M. 

Thank you Mr. Ch a irman. I know we have a large number of witnesses to 
hear from, so I’ll be brief. The bill we are going to be discussing today addresses 
an issue I have been interested in for a long time: the extent to which we can make 
the federal government do its job more efficiently and in a more cost effective 
manner. It is an issue the Clinton Administration, and particularly Vice-President 
Gore, have worked long and hard on, most prominently through Vice-President 
Gore’s National Performance Review, and through the National Performance 
Review, the Administration has made significant advances in this area. 

Today, we will be hearing about one particular area of improving government 
efficiency — that is, the extent to which the government should rely on the private 
sector to provide goods and services. I think it would be hard not to be open to the 
idea of having the private sector do some of the work the government now does, if 
the private sector can do it more cheaply and efficientiy than the government now 
does it. I must say, however, that I have questions whether this proposal is the best 
way of going about achieving this, and I have concerns that the proposal may go 
much farther than is necessary to achieve these laudable goals. Just as I think we 
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all can agree that the private sector sometimes can get a job done most efficiently 
and cost-effectively, I think we also must agree that it sometimes is the government 
that can do a job most efficiently and cost-effectively. I am concerned that, by 
requiring a preference for the private sector in virtually all cases, this bill would 
have the unintended effect of acmally introducing new inefficiencies and costs into 
the system. 

I think we also need to be concerned about this bill’s potential for creating a 
slew of new litigation. Like other Members here today, I am working hard in other 
contexts to reign in a litigation system that has gone wild. I would hate to see us 
pass a bill that, in effect, would subject every government decision to outsource or 
not to outsource to a challenge in court. That, in and of itself, not only would 
introduce tremendous new costs to the system; it also have the unfortunate effect of 
casting great uncertainty over government contracts and jobs. 

Finally, I am concerned about this bill’s impact on the National Performance 
Review. As 1 mentioned earlier, 1 think the Administration has made great 
improvement in the way our government operates over the past few years, and 1 fear 
that some provisions of this bill would be at odds with those advances. 

Let me just conclude by emphasizing that although 1 have concerns about the 
bill, 1 share many of its sponsors’ goals. 1 look forward to hearing the views of our 
witnesses today on whether this bill or some other proposal would help us make 
government work better and more efficiently. 
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105th congress ^ O “I >1 
1st Session ^ ^ 

To require that the Federal Government proeure from the private seetor 
the goods and serxnces necessary for the operations and management 
of certain Government agencies, and for other purposes. 


IN THE SENATE OF THE UNITED STATES 
February 12, 1997 

Mr. Thomas (for himself, Mr. HaGEL, Mr. Kyl, Mr. Enzi, Mr. BroW'NBACK, 
and Mr. Craig) introduced the following bill; which was read twice and 
referred to the Committee on Governmental Affairs 


A BILL 

To require that the Federal Government procure from the 
private sector the goods and services necessary for the 
operations and management of certain Government agen- 
cies, and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembUd, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the “Freedom From Gov- 

5 ernment Competition Act of 1997”. 

6 SEC. 2. FINDINGS. 

7 Congress finds and declares that — 
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2 

1 (1) private sector business concerns, which are 

2 free to respond to the private or public demands of 

3 the marketplace, constitute the strength of the 

4 American economic system; 

5 (2) competitive private sector enterprises are 

6 the most productive, efficient, and effective sources 

7 of goods and services; 

8 (3) government competition with the private 

9 sector of the economy is detrimental to all busi- 

10 nesses and the American economic system; 

11 (4) government competition with the private 

12 sector of the economy is at an unacceptably high 

13 level, both in scope and in dollar volume; 

14 (5) when a government engages in entre- 

15 preneurial activities that are beyond its core mission 

16 and compete with the private sector — 

17 (A) the focus and attention of the govern- 

18 ment are diverted from executing the basic mis- 

19 sion and work of that government; and 

20 (B) those activities constitute unfair gov- 

21 ernment competition with the private sector; 

22 (6) current laws and policies have failed to ad- 

23 dress adequately the problem of government com- 

24 petition with the private sector of the economy; 


•S 314 IS 
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3 

1 (7) the level of government competition wth the 

2 private sector, especially wnth small businesses, has 

3 been a priority issue of each White House Con- 

4 ference on Small Business; 

5 (8) reliance on the private sector is consistent 

6 with the goals of the Government Performance and 

7 Results Act of 1993 (Public Law 103—62); 

8 (9) reliance on the private sector is necessary 

9 and desirable for proper implementation of the Fed- 

10 eral Woricforee Restructuring Act of 1994 (Public 

11 Law 103-226); 

12 (10) it is in the public interest that the Federal 

13 Government estidblish a consistent policy to rely on 

14 the private sector of the economy to provide goods 

15 and services that are necessary for or beneficial to 

16 the operation and management of Federal Govem- 

17 ment agencies and to avoid Federal Government 

18 competition with the private sector of the economy; 

19 and 

20 (11) it is in tlie public interest for the private 

21 sector to utilize employees who are adversely af- 

22 fected by conversions to use of private sector entities 

23 for providing goods and services on behalf of the 

24 Federal Government. 


•S S14 IS 
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4 

1 SEC. 3. BEXIANCE ON THE PRIVATE SECTOR. 

2 (a) General Policy. — Notwitbstmiding any other 

3 prowsiwn of law, except as provided in subsection (c), each 

4 agency shall procure from sources in the private sector all 

5 goods and services that are necessary for or beneficial to 

6 the aceomplislunent of authorized functions of the agency. 

7 <b) Prohibitions Regarding Transactions in 

8 Goods A.ND Services. — 

9 (1) Provision by government ge.n- 

10 EEALLY. — ^No agency may begin or carry out any ac- 

1 1 tivity to provide any products or services that can be 

12 provided by the private sector. 

13 (2) Transactions between governmental 

14 E.NTITIES. — No agency may obtain any goods or 

15 services from or provide any goods or services to any 

16 other governmental entity. 

17 (c) Exceptions. — S ubsections (a) and (b) do not 

18 apply to goods or services necessary for or beneficial to 

19 the aceompKshment of authorized functions of an agency 

20 under the following conditions; 

21 (1) Either— 

22 (A) the goods or services are inherently 

23 governmental in nature within the meaning of 

section 6(b); or 


24 

25 

26 
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(B) the Director of the Office of Manage- 
ment and Budget determines that the provision 
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1 of the goods or senices is otherwise an inher- 

2 ently goTCmmental function. 

3 (2) The head of the J^n<y determines that the 

4 goods or services should be produced, provided, or 

5 manufactured by the Federal Government for rea- 

6 sons of national security. 

7 (3) The Federal Government is determined to 

8 be the best value source of the goods or services in 

9 accordance with regulations prescribed pursuant to 

10 section 4(a)(2)(C). 

11 (4) The private sector »)ur^ of the goods or 

12 services, or the practices of such sources, are not 

13 adequate to satisfy the agenc^s requirements. 

14 jra&4.iUMINnSlVATlVBFm>VlS^^ 

15 . (a) Reoulatioks. — 

16 (1) OMB RESPONSIBILITY. — ^The Directin' of 

17 the Office of Management and Budget ^all pre- 

18 smrbe r^ulations to eauty out this A<^. 

19 (2) Content. — 

20 (A) Private sector preference.— C on- 

21 sistent until the poli^ and prohibitions set forth 

22 in ^cthm 3, the r^lidjons shidl emid)ash% a 

23 preference for the provision of goods and serv- 

24 ices by private sector sources. 


•8 SM 18 
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6 

(B) Fairness for federal employ- 
ees.. — ^In order to ensure the fair treatment of 
Federal Government employees, the regula- 
tions — 

(i) shall not contravene any law or 
regulation regarding Federal Government 
employees; and 

(ii) shall provide for the Director of 
the Office of Management and Budget, in 
consultation with the Director of the Office 
of Personnel Management, to furnish in- 
formation on relevant available benefits 
and assistEunee to Federal Government em- 
ployees advereely affected by conversions to 
use of private sector entities for providing 
goods and services. 

(C) Best value sources. — 

(i) Standards and procedures. — 
The regulations shall include standards 
and procedures for determining whether it 
is a private sector sour<^ or an a^ncy that 
.provides certain goods or services for the 
best value. 
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(ii) Factors considered. — ^The 
standards and procedures shall include re- 
quirements for consideration of analyses of 
all direct and indirect costs {performed in 
a manner consistent with generally accept- 
ed cost-accounting principles), the quali- 
fications of sources, the past performance 
of sources, and any other technical and 
noncost factors that are relevant. 

(iii) Consultation requirement. — 
The Director shall consult witti persons 
from the private sector and persons from 
the public sector in developing the stand- 
ards and procedures. 

(D) Appropriate governmental activi- 
ties. — The regulations shaU include a meth- 
odology for determining what types of activities 
performed by an agency should continue to be 
performed by the agency or any other agency, 
(b) Compliance and Implementation Assist- 
ance. — 

(1) 0MB CENTER FOR COMMERCIAL ACTIVI- 
TIES. — ^The Director of the Office of Management 
and Budget shall establish a Center for Commercial 
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1 Activities within the Office of Management and 

2 Budget. 

3 (2) Responsibilities. — The Center — 

4 (A) shall be responsible for the implemen- 

5 tation of and compliance with the policies, 

6 standards, and procedures that are set forth in 

7 this Act or are prescribed to carry out this Act; 

8 and 

9 (B) shall provide agencies and private sec- 

10 tor' entities with guidance, information, and 

1 1 other assistance appropriate for facilitating con- 

12 versions to use of private sector entities for pro- 

13 viding goods and services on behalf of the Ped- 

14 eral Government. 

15 SEC. 5. STUDY AND REPORT ON COMMERCIAL ACTIVITIES 

16 OF THE GOVERNMENT. 

17 (a) Annual Performance Plan. — Section 1115(a) 

18 of title 31, United States Code, is amended — 

19 (1) by striking “and” at the end of paragraph 

20 (5); 

21 (2) by striking the period at the end of para- 

22 graph (6) and inserting and”; and 

23 (3) by adding at the end the following: 

24 “(7) include — 
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1 “(A) the identity of each program activity 

2 that is performed for the agency by a private 

3 sector entity in accordance with the Freedom 

4 Prom Government Competition Act of 1997; 

5 and 

6 “(B) the identity of each program activity 

7 that is not subject to the Freedom From Gov- 

8 emment Competition Act of 1997 by reason of 

9 an exception set forth in that Act, together with 

10 a discussion specifying why the activity is deter- 

11 mined to be covered by the exception.”. 

12 (b) Annual Performance Report. — Section 

13 1116(d)(3) of title 31, United States Code, is amended — 

14 (1) by striking “explain and describe,” in the 

15 matter preceding subparagraph (A); 

16 (2) in subparagraph (A), by inserting “explain 

17 and describe” after “(A)”; 

18 (3) in subparagraph (B) — 

19 (A) by inserting “explain and describe” 

20 after “(B)”; and 

21 (B) by striking “and” at the end; 

22 (4) in subparagraph (C) — 

23 (A) by inserting “explain and describe” 

24 after “infeasible,”; and 

25 (B) by in.serting “and” at the end; and 
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1 (5) by adding at the end the following: 

2 “(D) in the case of an activity not performed 

3 by a private seetor entity — 

4 “(i) explain and describe whether the activ- 

5 ity could be performed for the Federal Govem- 

6 ment by a private sector entity in accordance 

7 with the Freedom From Government Competi- 

8 tion Act of 1997; and 

9 “(ii) if the activity could be performed by 

10 a private sector entity, set forth a schedule for 

11 converting to performance of the activity by a 

12 private seetor entity;”. 

13 SEC. 6. DEFINITIONS. 

14 (a) Agency. — ^A s used in this Act, the term “agency” 

15 means the following: 

16 (1) Executive department. — ^A n executive 

17 department as defined by section 101 of title 5, 

18 United States Code. 

19 (2) Military department. — ^A militarj^ de- 

20 partment as defined by section 102 of such title. 

21 (3) Independent establishment. — ^An inde- 

22 pendent establishment as defined by section 104(1) 

23 of such title. 

24 (b) Inherently Governmental Goods and 

25 Services. — 
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(1) Perpormaxce op inherently govern- 
mental PU NOTIONS. — ^Por the purposes of section 
3(c)(1)(A), goods or services are inherently govern- 
mental in nature if tlie providing of such goods or 
services is an inherently governmental function. 

(2) Inherently governmental functions 

DESCRIBED. — 

(A) Functions included. — Fot the pur- 
poses of paragraph (1), a function shall be con- 
adered an inherently governmental function if 
tile function is so intimately related to the pub- 
lic interest as to mandate performance by Fed- 
eral Government employees. Such functions in- 
clude activities that require either the exercise 
of discretion in applying Federal Government 
authcnity or the middi^ of vdue judgments in 
making decisions for the Federid Government, 
including judgments relating to monetary trans- 
actions and entitlements. An inherently govern- 
mental bmction involves, among other things, 
the interpretation and execution of the laws of 
the United States so as to— 

(i) bind the United States to take or 
not to take some action by contract, policy. 
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12 

regulation, authorization, order, or other- 
wise; 

(ii) determine, protect, and advance 
its economic, political, territorial, property, 
or other interests by military or diplomatic 
action, civil or criminal judicial proceed- 
ings, contract management, or otherwise; 

(iii) significantly affect the life, lib- 
erty, or property of private persons; 

(iv) commission, appoint, direct, or 
control officers or employees of the United 
States; or 

(v) exert ultimate control over the ac- 
quisition, use, or disposition of the prop- 
erty, real or personal, tangible or intangi- 
ble, of the United States, including the 
control or disbursement of appropriated 
and other Federal funds. 

(B) Functions excluded. — For the pur- 
poses of paragraph (1), inherently governmental 
functions do not normally include — 

(i) gathering information for or pro- 
viding advice, opinions, recommendations, 
or ideas to Federal Government officials; 
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(ii) any function that is primarily 
ministerial or internal in nature (such as 
building security, mail operations, oper- 
ation of cafeterias, laundry and house- 
keeping, facilities operations and mainte- 
nance, warehouse operations, motor vehicle 
fleet management and operations, or other 
routine electrical or mechanical serriees); 
or 

(iii) any good or service vdiich is eur- 
renliy or could reasonably be produced or 
performed, respective^, by an entity in tire 
private sector. 

O 


•stun 


o 



